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| re anak the a of the Whrld (1917) 


Enthusiastic as all liberals must be over the downfall of the Russian 
autocracy, yet it is impossible to rejoice at ease, while grave questions as 
to the probable trend of Russian foreign policy lie unanalyzed just beneath 
the threshold of consciousness. The old Russia loomed gigantic, in the 
popular imagination, as the champion of the orient, the terror of western 
Europe. An autocracy chiefly of German origin, a bureaucracy permeated 
by German influence, held the Russian giant bound and blindfold. But now 
the giant is free. Will he not gather forces that will be capable of bursting 
any barrier that Germany can erect for the defense of the West? Will he 
not sweep down from eastern Siberia and reduce China to his sway and 
Japan to vassalage? Are the Himalayas a sufficiently lofty wall to protect 
India against a regenerated Russia? These are questions which require 
at least a reasoned negative before we conclude that the Russian revolution 
can result only in good. 

We cannot infer from the liberal insistence upon a victory over Germany 
that the Russian state is henceforward to be aggressive, imperialistic. 
Other considerations are paramount in any forecast of the future. 

As territorial expansion was an inherent necessity of the Russian auto- 
cratic state, so internal developments are an inherent necessity of Russian 
liberalism. Industrialization must be carried to a higher degree than the 
most progressive autocracy would dream of. For decades to come Russian 
industry will need no foreign markets. Russia will have no surplus capital 
to export for generations. 

For a time, at any rate, the energies of the Russian liberal state will 
be prompted by domestic development. If our attempts to evaluate the 
internal problems confronting the liberals of Russia are correct, I am 
forced to conclude that this period of internal development must extend 
through decades, and probably through generations. It will be long before 
liberal Russia will have time to menace the peace of the world. And before 
it has time the habit of menacing the peace of the world is likely to be 
suppressed by a rational international organization. 


Editorial, “Liberal Russia and the Peace of the World,” 
The New Republic, X, 125 (March 24, 1917), 214-15 (abridged). 
Reproduced by permission of the editors. 
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The Wonderful World 
of Antitrust 


When the cell doors clanged shut in 
Norristown, Pennsylvania, last winter 
on seven corporate executives con- 
victed of violations of the Sherman 
Act, the echo was heard in meetings 
of boards of directors and other man- 
agement councils throughout the na- 
tion. The unprecedented jailing of cor- 
porate officials aroused wide and sensi- 
tive interest in the antitrust laws 
throughout the business community. 

The government had obtained price- 
fixing convictions of practically all of 
the leading manufacturers of heavy 
electrical equipment. There were 20 
indictments, involving 29 corporate de- 
fendants and 44 individuals. After 
pleas of guilty or no contest, the de- 
fendants were fined a total of nearly 
$2,000,000. Seven individual defend- 
ants received thirty-day jail sentences. 
Twenty-four other jail sentences were 
imposed but suspended. The convicted 
corporations now face a multitude of 


An evaluation of antitrust problems 
with a program for their solution. 


suits for treble damages brought by 
customers claiming injury as a result 
of the violations. The federal govern- 
ment and a number of municipalities 
have shown a real determination to 
pursue treble damage claims. Public 
utilities may also seek redress. Civil 
proceedings to enjoin further viola- 
tions by the government have been 
filed. The entire matter was publicly 
reviewed in a Senate committee in- 
vestigation. Through all this, the de- 
fendants have sustained an expensive 
public relations loss resulting from 
much adverse publicity. 

It is not our purpose to add to the 
epithets heaped on these law violators. 
We merely cite the case as a dramatic 
example of the dangers inherent in 
indifference, ignorance, and misunder- 
standing which have characterized re- 
actions in some quarters to sporadic 
antitrust enforcement efforts by gov- 
ernment. We cite it too as perhaps, 
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with respect to one or more of the 
firms involved, an example of the 
difficulty of educating operating offi- 
cials in antitrust responsibilities. 

The electrical equipment case is an 
object lesson in the dangers of 
bureaucracy in private business. In 
business, as in government, the de- 
velopment of large organizations with 
division of responsibility can allow 
habits to creep in which management 
at all levels may later greatly regret. 
We believe that management and mar- 
keting officials will be well advised to 
remain alert to the prohibitions of the 
antitrust laws and to their individual 
responsibility for compliance with 
those laws. Enforcement at times has 
been a sham battle between paper 
tigers, but it can occur, as it did in the 
electrical equipment cases, that busi- 
ness executives and their organiza- 
tions may be badly scratched if they 
have acted without appropriate defer- 
ence to the antitrust laws. 


CERTAINTIES, UNCERTAINTIES 


Interpretation of the antitrust laws 
presents many questions to which 
there are no certain answers. But it 
should not be concluded that there are 
no certainties. The electrical equip- 
ment manufacturers were convicted for 
violations of absolute prohibitions as 
to which there need be no uncertainty. 
In 1956, the Chief Justice of the United 
States, speaking for the Supreme Court 
with the concurrence of every member 
of the Court, stated: 


It has been held too often to require elabora- 
tion now that price fixing is contrary to the 
policy of competition underlying the Sherman 
Act and that its illegality does not depend 
on a showing of its unreasonableness, since 
it is conclusively presumed to be unreason- 
able. It makes no difference whether the 
motives of the participants are good or evil; 
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whether the price fixing is accomplished by 
express contract or by some subtle means; 
whether the participants possess market con- 
trol; whether the amount of interstate com- 
merce affected is large or small; or whether 
the effect of the agreement is to raise or to 
decrease prices. 

Here, then, is one certainty. Agree- 
ment on prices between competitors 
is absolutely prohibited, and is a viola- 
tion of the criminal law of the United 
States. 


Interpretation 


Other types of agreement are also 
conclusively presumed to be unreason- 
able and in violation of law. The Assist- 
ant Attorney General in charge of the 
Antitrust Division has recently stated 
his view that these include: 


e agreements not to compete which 
are not ancillary to legitimate con- 
tracts; 

e agreements among competitors to 
divide the market by allocation of 
either territories or customers; 


e group boycotts of any character; 

e combinations which foreclose com- 
petitors from any substantial mar- 
ket by tie-in agreements; 

e pooling of profits and losses by 

competitors. 

Although the Sherman Act prohib- 
its every contract combination or con- 
spiracy in restraint of trade, the courts 
long ago decided they would not take 
the word “every” literally, but would 
examine the “reasonableness” of each 
restraint under a so-called rule of rea- 
son. Nevertheless, as to the categories 
mentioned above, examination of rea- 
sonableness is foreclosed, and any 
agreements of the sort mentioned are 
illegal. 

Uncertainties in legal prohibitions 
exist where a conclusion of violation 
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depends upon an examination of the 
competitive context or effect on com- 
petition of the particular challenged 
practice. In this area, it may be 
impossible to know, without an ex- 
haustive market study, whether a 
particular action is legal or illegal. 
Discriminations in price are illegal only 
where their effect may be substantially 
to lessen competition or to injure or 
prevent competition between certain 
classes of competitors. Mergers may be 
illegal only where they meet similar 
tests. The average business man is 
bound to have some difficulty evaluat- 
ing the application of such prohibitions 
to his daily business situations. 

If one knows that the law clearly 
states “anyone who spits on the plat- 
form will be fined $5.00,” the alterna- 
tives available seem rather clear. But 
if one knows only that discrimination 
in price is prohibited 
where the effect may be substantially to 
lessen competition or tend to create a 
monopoly in any line of commerce, or to 
injure, destroy, or prevent competition with 
any person who either grants or knowingly 
receives the benefit of such discrimination, 
or with customers of either of them 
provided that due allowances for dif- 
ferences in certain cost may be made 
and provided that a seller may show 
that his lower price was made “in good 
faith to meet an equally low price of a 
competitor” and provided six other 
things may or may not occur—perhaps 
the alternatives are not so clear. 


Conflicting Philosophies 


Interpretation of provisions in the 
antitrust laws is made doubly difficult 
because these laws embody conflicting 
values held by our society. It is difficult 
to isolate specific policies behind the 
entire body of antitrust law or under- 


lying any particular provision. It has 
become a cliché in antitrust circles 
to say that, if the Sherman Act were 
introduced as a new bill in any current 
session of Congress, it would never be 
passed. Whether or not this is true, 
there is certainly a measure of trut 
in the observation that the country is 
far from unanimous in its acceptance 
of any particular antitrust goal or con- 
cept, except to agree on the basic 
necessity of an antitrust program. 


Nineteenth Century Liberal Eco- 
nomics. Some look at the antitrust 
laws from the point of view of nine- 
teenth century liberal economic theory. 
The emphasis here is on the long-run 
benefits to the economy and the public 
of competitive free markets. Progress 
is assured through invention, innova- 
tion, and free enterprise. More and 
better services are made available 
through each independent business 
man’s pursuing intelligently his own 
self interest. The free market, with 
laws of supply and demand, is looked 
to for regulation of prices. Producers, 
distributors, and retailers may come 
and go, succeed or fail, but the market 
goes on forever. 


Protectionism. Without necessarily 
rejecting these notions, some find in 
the antitrust laws a policy of pro- 
tecting “small business.” Without a 
sufficient number of buyers and sellers, 
the market can hardly remain “free.” 
It must then become the role of gov- 
ernment to see to it that not too 
many buyers or sellers are permitted 
to fail economically. The emphasis may 
here come more on the politics than on 
the economics of the matter. The 
emotions are stirred by the plight of 
the small entrepreneur battling with 
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the corporate giant. In order that 
political power may remain widely dis- 
persed, we must insure that economic 
power does not accumulate entirely in 
the hands of a few corporate managers 
but remains dispersed throughout a 
nation of resourceful, independent, self- 
reliant, sturdy citizens. 


Consumer Interest. A third view 
emphasizes the interest of the public, 
and more particularly the public’s in- 
terest as consumers. Strictly speaking, 
such considerations are irrelevant to 
the antitrust laws. But with political 
pressures on behalf of “the consumer” 
coming more and more to be reflected 
in and exploited by the Congress and 
others, this factor cannot be over- 
looked. 


Ambiguity 


These partly overlapping and partly 
conflicting approaches to the antitrust 
laws will continue to insure ambiguity 
and conflict in the interpretation of 
these laws. 

Furthermore, there exists a some- 
times grudgingly accepted policy that 
in some areas of our economy we should 
maintain little or no pretense of a free 
market. In agriculture, in transporta- 
tion, in communications, and in labor 
we have more or less sacrificed the 
antitrust approach for some other eco- 
nomic, social, or political considera- 
tion thought to be paramount. Con- 
siderations of national defense have 
also, at times, taken priority over 
antitrust policy, as have conditions of 
economic depression. Our commitment 
to free enterprise varies from industry 
to industry, from war to peace, and 
from prosperity to recession. 
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THE BLEAK PICTURE 


Faced with uncertainty, the business 
man may very likely choose one of 
two courses, either of which is a mis- 
take: ignore the prohibitions alto- 
gether and take his chances with the 
authorities or over-react to the pos- 
sibility of illegality and forego legiti- 
mate business advantage with result- 
ing damage to his own business and 
to the economy. The consequences of 
the former course are obvious from the 
electrical equipment manufacturers’ 
case. The consequences of the second 
course, while less dramatic, may be 
equally disastrous. 

All this is discouraging enough, but 
there is a further aspect to the situa- 
tion adding to the difficulty. Although 
ours is said to be a government of laws 
and not of men, the laws are not self- 
executing. We depend, as we must, for 
the execution of the laws upon en- 
forcement officials who are themselves 
less than omniscient about the meaning 
of the laws and about the business situ- 
ations to which they must apply the 
laws. 


Human Factors 


There are many decisions to be made 
in enforcing the antitrust laws. Gov- 
ernment officials of various degrees of 
ability and experience must decide what 
situations to investigate, how to in- 
vestigate, what proceedings, if any, 
to bring in what tribunals and seeking 
what results. Without questioning the 
motives or intelligence of any govern- 
ment officials past or present, one must 
face the fact that many such officials 
have never ‘had the opportunity to ob- 
serve the operations of business and 
industry from the point of view of a 
private entrepreneur. 
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The brightest fellow in the world can 
study all that’s available on water ski- 
ing, but unless he tries it for himself, 
his understanding will always be less 
than complete. We suspect that some- 
thing of the same is true about busi- 
ness. Without actual business expe- 
rience, the enforcement official may be 
short on understanding of the actual 
business realities in any antitrust 
situation. 


The Realities 


The self-respecting enforcement offi- 
cial must have a sincere belief in the 
policy of the law he is expected to en- 
force. Lacking a complete background 
in business actuality, the enforcement 
official’s sincerity may lie in an ideologi- 
cal attachment to certain conceptual 
clichés which were less than perfect in 
conception and have suffered from the 
passage of time. Most federal officials 
strive to administer the laws fully and 
fairly. Nevertheless, the realities of 
Washington existence, on which the en- 
forcement official must surely become 
expert if he is to advance and survive, 
sometimes require riding with or in 
opposition to various political pres- 
sures. Even the official who is oblivious 
to such pressures, may feel a desire to 
make a good record, to “win” cases. 

The antitrust world then is one in 
which the regulator and the regulated 
seek to apply or avoid the application 
of confusing and uncertain rules, each 
having little understanding of the point 
of view of the other. A bleak picture 
indeed! 


PREVENTIVE COUNSELING 


The existence of the legal profession 
provides the one ray of hope in this 


dreary picture, though the hope may be 
a slim one where the profession does 
not live up to its highest traditions. 
The lawyer as an independent pro- 
fessional man can, if he will, act as 
the rationalizer of the antitrust proc- 
ess. The legal profession has with- 
in it the capacity to supply those who 
interpret the laws with an understand- 
ing of both the enforcement official’s 
point of view and the point of view of 
legitimate business enterprise. The 
truly effective antitrust practitioner 
must learn to interpret one to the other. 
Herein lies one great advantage of 
prior government service for the prac- 
tice of law. While some can develop an 
understanding of government and of 
the enforcement official’s point of view 
without ever having served the govern- 
ment’s side, many cannot. 

We are firm believers in the value 
of preventive counseling and the avoid- 
ance of costly litigation. There are 
those who take a different approach, 
urging their clients to fight the govern- 
ment tooth and nail so long as the 
client’s money lasts. 


Federal Trade Commission 


Litigation is always economically 
wasteful. In criminal matters under 
the antitrust laws, there may be no 
alternative. But in civil matters, the 
flexible procedures of the Federal Trade 
Commission present a_ potential 
method, as yet not fully tried, for the 
settlement of disputes between anti- 
trust enforcement officials and the 
business community over interpreta- 
tions of the antitrust laws and their 
application to business facts. We be- 
lieve that there is great potential in 
the Federal Trade Commission for 
obtaining that measure of compliance 
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with the laws necessary for protection 
of the free market, protection of the 
small business man, and protection of 
the public. 

We hope, and see reason to believe, 
that the Federal Trade Commission 
will continue efforts to encourage co- 
operation from the business commun- 
ity in compliance with the antitrust 
laws along lines begun during the 
previous administration. It is a wise 
course for business and a wise course 
for those entrusted with the responsi- 
bility of government regulation. 

In his report on regulatory agencies 
to the President-elect last December, 
Mr. James M. Landis recognized a part 
of the Commission’s potential, in stat- 
ing “the industry-wide consultation 
program can cure in a few weeks 
competitive ills that would require 
several years of formal litigation to 
cure”. This statement of Dean Landis 
is worthy of continued repetition. There 
is much that can and should be done 
to bring home to the business com- 
munity, the practicing lawyer, and the 
enforcement official the wisdom of this 
statement. 


A PROGRAM 


We would urge upon management 
and marketing officials at all levels 
consideration of the following pro- 
gram: 
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1. Obtain a firm grasp on antitrust 
fundamentals where the rules are 
certain and avoid obvious violations; 

2. Encourage seminars and indoc- 
trination programs toward this end 
within the corporate organization; 
(This alone is not enough. From 
personal knowledge, we can testify that 
General Electric Company had an 
ambitious program of educating oper- 
ational and sales personnel in the 
requirements of the law at the time 
of its recent brush with the Sherman 
Act.) Such a program must be con- 
tinual and carried to all levels and 
supplemented by resolve to: 


3. Maintain a continuous review of 
business practices by qualified counsel 
seeking at all times alternatives which 
minimize antitrust risks without fore- 
going legitimate business advantages; 

4. Seek methods for consultation 
and exchange of views with enforce- 
ment officials on meaningful methods 
of compliance with the law. 

This approach, it seems to us, while 
requiring restraint and depriving some 
men of the emotional satisfaction of 
“showing those bureaucrats in Wash- 
ington how wrong they are’, offers 
the best hope of uninterrupted and 
profitable business operations and the 
satisfaction of preserving the economic 
and political system which has built 
our great country. 
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W. LLOYD WARNER, PAUL P. VAN RIPER, 
NORMAN H. MARTIN, ORVIS F. COLLINS - 


Profiles of Government Executives 


A study of the background and education 


of cwilian and military officials, as 


compared with those of business leaders 


The men who occupy high position 
in the great civilian and military hier- 
archies of the federal government of 
the United States, for good or evil, 
exercise increasing power. They are 
far more influential, both potentially 
and in fact, then were their nineteenth- 
century predecessors, or even those of 
only three or four decades ago. 

Americans may argue over the 
merits and necessities of this trend in 
public affairs, but all would agree that 
the increased military and _ political 
strength of their country in world af- 
fairs, supported by a rapidly expand- 
ing domestic economy, a rising pop- 
ulation, and an advancing scientific 
technology, is swiftly changing both 
the environment and function of gov- 
ernment as well as the requirements 
for the effective administration of 
public affairs. This is especially true 
at the national level. New interna- 
tional obligations and forces are re- 


quiring action in national terms; new 
kinds of federal laws are regulating 
our local commerce for national pur- 
poses; new conceptions of taxation are 
supporting immense national civil and 
military mechanisms; and new inter- 
pretations are governing the rights 
and privileges of all citizens through- 
out our nation-state. Despite the great 
diversity and heterogeneity in Ameri- 
can society and the increasing division 
of labor, a growing integration of our 
regional life into a unified social sys- 
tem has tended to move ultimate au- 
thority toward the central government. 
All this has vastly added to the respon- 
sibilities, duties, authority, and power 
of the men who manage our nation. 
This increasingly great impact of 
government and public affairs upon 
almost all aspects of American life 
suggests, in turn, the importance of 
further attention to the crucial role of 
all governmental executives, and par- 
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ticularly those in the federal govern- 
ment. However, this role cannot be 
fully understood, much less carefully 
considered in terms of the future, 
without considerably more knowledge 
concerning the social origins, educa- 
tion, mobility, attitudes, and personal- 
ity structure of those who have been 
occupying positions of great trust and 
responsibility in the executive branch 
of the government. It is the funda- 
mental purpose of this study to provide 
such knowledge. 


QUESTIONS AND COMPARISONS 


Who are these men and women? 
What are they like as individuals? 
Where do they come from? Are they 
representative of the kinds of citizens 
ordinarily found in America? Do men 
from all occupational levels who aspire 
to climb to the top positions reach 
them? Or are these positions reserved 
for the sons of the powerful and well 
placed few? 

Are the men of government or of 
business more often from a birth elite? 
Does the competitive, free-enterprise 
spirit pull more men upward from the 
lower levels and thereby give more 
opportunity to those from modest 
backgrounds? Or does the spirit of 
equality and democracy, characteristic 
of citizenship in America, operate in 
such a way that sons of men modestly 
placed have more opportunity to reach 
the top in our government hierarchies 
than in big business? 

Earlier studies of big business lead- 
ers demonstrated that higher educa- 
tion played a more and more important 
role in helping men climb to the top 
and aiding those born to high position 
to stay there... Do government men 
use education as often and in the same 
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way? Are government men more, or 
less, highly educated than men in big 
business? Moreover, do they come 
from universities and colleges noted as 
being reserved primarily for sons and 
daughters of the American elite or are 
they more likely to be from colleges 
and universities, run by the states and 
cities or by private enterprise, whose 
reputations are based on what, and 
how well, they teach rather than on the 
social backgrounds of those who at- 
tend? 

What are the more general signifi- 
cances to be drawn about higher 
education from the broad base of 
knowledge about the education of big 
business and big government execu- 
tives? 

The studies of big business leaders 
and federal executives examined the 
birthplaces of the executives to learn 
about their nativity, whether they were 
foreign or native-born, the proportions 
from each state and region, and the 
comparative contributions of great 
cities, towns, and rural areas, to dis- 
cover whether business or government 
men are more likely to come from big 
cities or small towns, from rural or 
urban regions. Once more broader 
generalizations are important and can 
be made. 

The present study attempts to an- 
swer these and other questions. It 
reports on the careers of some thirteen 
thousand (12,929) civilian and mili- 
tary executives. The military men are 
from top levels of command reaching 
from admirals and generals down to 
captains in the Navy and colonels in 
the Army, Air Force, and Marine 
Corps: 2,078 officers. The men and 


women of the career civil service, the 
foreign service, and those politically 
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appointed hold positions from Cabinet 
level to government service grade 14: 
7,640 from the career civil service, 
1,269 from the foreign service, and 
1,865 with political appointments 
(with 77 unclassifiable). This makes 
a total of 10,851 civilian employees in 
the study. The elites of all depart- 
ments and all agencies, old and new, 
from State, Treasury, and Defense to 
Health, Education, and Welfare, from 
TVA to the Small Business Adminis- 
tration, in and out of Washington, 
were asked to supply evidence about 
themselves and their careers. Over 
69 percent of those receiving schedules 
filled them out and returned them. 


THE CAREER CIVIL SERVICE 
Family Background 


Keeping in mind the questions posed 
in the earlier study regarding origins 
and career routes of the executives, we 
asked first about their father’s occupa- 
tions. The fathers of the career civil 
service executives were well distrib- 
uted among the several types present 
in the work force of the country. The 
highest percentage, almost a fourth, 
were laborers, most of them skilled 
workers or mechanics, then business 
executives and farmers, each with 15 
percent. The ratio between these per- 
centages and those of the general pop- 
ulation are significant. If sheer chance 
were operating and each occupation 
were represented in the executives’ 
background to the same degree as in 
the general population, the ratio of 
course would be 100. Several of the 
nine types of occupation considered 
are over-represented among the ca- 
reer civil service executives. For in- 
stance, business executives are five 
times what might be expected, profes- 
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sional men four times, and skilled 
workers only slightly above. On the 
other hand, unskilled workers, white- 
collar workers, farm laborers, and 
farm tenants and owners are below 
expected representation. 

For these latter occupations, in this 
and other services, mobility often takes 
more than one generation. These oc- 
cupations may have appeared among 
the grandfathers, while the fathers 
entered such urban occupations as 
laborer, small business owner, or 
white-collar worker. 

For all civilian federal executives, 
the percentage differences between the 
maternal and paternal grandfathers’ 
occupations are not great, indicating 
that the two sides of the family come 
from similar origins. For example, 
one fifth of the fathers’ fathers and the 
mothers’ fathers of career civil serv- 
ice executives were laborers; 46 per- 
cent of the first were farmers and 41 
percent of the latter were farmers; 9 
percent on both sides were profes- 
sional men. 

The executives of this service tend 
to marry women of their own occupa- 
tional background; in general the 
fathers and mothers of both husband 
and wife tend to come from the same 
or very similar economic levels. 


Geographic Origin 


These men were born in all major 
regions of the country, with the South 
Central region somewhat lower and 
the Mountain States and the West 
North Central somewhat higher than 
would be expected from the represent- 
ation of these areas in the general 
population. They come from big cities 
in disproportionately high percent- 
ages, with a ratio of 182 for every 100 
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expected by chance; while the ratio for 
small towns is 64 for every 100. 

Less than one out of twenty were 
foreign-born; about one in five had 
foreign-born fathers; and, overwhelm- 
ingly, they come from native-born 
stock. 


Education and Career 


Education was the principal prep- 
aration for advancement; nine out of 
ten had at least some college training, 
and eight of ten were college grad- 
uates. Less than one-half of one per- 
cent had less than high school educa- 
tion. Moreover, college education did 
not terminate with the A. B. degree: 
one fourth had the master’s degree, 
one out of ten had the Ph.D., and the 
same number had a degree in law. 
Areas of specialization covered every 
field from the Humanities (9 percent) 
and the Behavioral Sciences (16 per- 
cent) to Business Administration (12 
percent) and Engineering (33 per- 
cent). As they advanced from the 
A.B. to the Ph.D. the emphasis tended 
to be towards the behavioral, physical, 
and biological sciences. 


Ten universities granted one fifth 
of all the bachelor of arts degrees: five 
were ir the Big Ten (Minnesota, 
Illinois, Michigan, Wisconsin, Ohio 
State); two were West Coast (Cali- 
fornia and Washington) ; the one that 
led all others is in Washington, D. C. 
(George Washington University) ; one 
in New York City (City College of 
New York) ; and one in New England 
(Harvard). At the doctoral level, 
many of these colleges and universities 
dropped out, and Harvard, Chicago, 
and Wisconsin led. 

The typical career civil service ex- 
ecutive entered his career when he 
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was twenty-seven years of age; it took 
him seventeen years to achieve the 
position he held when studied. 

Federal executives are rarely 
women—only 145 women appeared 
among the eleven thousand civilian 
executives in our sample. 


THE POLITICALLY APPOINTED 
EXECUTIVE 


Among all civilian federal execu- 
tives, there are more similarities than 
differences. The average age of the 
politically-appointed executive is forty- 
nine; he began his career when he 
was thirty, and it has taken him fif- 
teen years to arrive at his present 
position. 


Family Background 


Almost one fourth of the political 
executives had fathers who were pro- 
fessional men, followed by business 
owners and executives with over a 
third, combined, then by laborers and 
farmers with 15 and 13 percent. 

Interpreting these figures as ratios 
gives somewhat different emphasis: 
business executives and large business 
owners ranked first, with 700 for 
every 100 that might be expected if 
chance alone were operating, profes- 
sional men second with 600 for every 
100, foremen third with 200, then 
owners of small business with 186. All 
other occupations are below the ratio 
of expectancy: skilled laborers, 87, and 
unskilled or semi-skilled workers, only 
6; farm tenants or owners, 81; white- 
collar workers, 75; farm laborers, al- 
most zero. Clearly the sons of busi- 


ness and professional men outrank all 
others in proportions present in to- 
day’s body of United States govern- 
ment executives. 
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Because the professions appear so 
prominently, it is interesting to see 
which among them represent major 
proportions. Sons of lawyers have a 
ratio of 2,044 for every 100 that 
might be expected; sons of professors, 
1,417; sons of doctors, 714; ministers, 
690; engineers, 508; teachers, 224. 
Within this group sons of lawyers and 
professors obviously outrank all others. 


Geographic Origin 

In geographic origin, these execu- 
tives come first from the Middle 
Atlantic states, with New York leading, 
then from the East North Central, 
with Illinois first, followed by the West 
North Central, the South Atlantic, and 
the Mountain and Pacific states. In 
general the proportions of political 
executives seem to follow those of the 
general population. 

When ratios are considered, the 
Mountain States, which ranked low 
percentage-wise, came first, with 167 
for every 100 that might be expected. 
The West North Central and New 
England states were somewhat above 
expectancy, while all others were below, 
the East South Central and West South 
Central being well below. 

Native and foreign-born and those 
native-born with foreign-born fathers 
or grandfathers, among this group, 
closely approximated the pattern for 
the general population: about 59 per- 
cent were native-born with fathers and 
paternal grandfathers also native-born, 
and about 16 percent were native-born 
and with native-born fathers but 
foreign-born grandfathers. About 17 
percent were native-born with foreign- 
born fathers, and some 5 percent of 
these executives were of foreign birth. 
In ratios, the foreign-born executives 
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were under-represented, in terms of the 
general population, and the others were 
slightly over. 


Education and Career 


All of the federal executives were 
highly educated, and a very high per- 
centage of each service were graduates 
of colleges; but among all the services, 
the politically appointed executive led: 
90 percent were college graduates and 
7 percent had some college. Comparing 
the ratios with the general population, 
there were 606 college men for every 
100 expected and only 8 with high 
school education for every 100. About 
three fourths of these men had the 
A. B. degree; a fifth, the Master’s; 
about 13 percent had Ph. D.’s; and 40 
percent degrees in law. About 2 per- 
cent were doctors of medicine. In ad- 
vanced degrees these executives far 
surpassed the general population. 
About half had gone to private colleges 
and universities, about 43 percent had 
attended public colleges and universi- 
ties, and the rest had gone to technical 
or foreign institutions. 


THE FOREIGN SERVICE 
EXECUTIVE 


The average age of the executive of 
the foreign service when he was studied 
was forty-eight. He had taken some 
eighteen years to reach this position 
and had started his career at an aver- 
age age of twenty-eight. 


Family Background 


Twenty-five percent of their fathers 
were professional men, leading all 
others and followed by business execu- 
tives and owners, with 20 and 19 per- 
cent, and laborers, farmers, and white- 
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collar workers. Only 2 percent had 
fathers in some kind of federal service. 

A different story is told by the ratios 
of these figures to the general popula- 
tion, for business executives and owners 
led with 800 for every 100 that might 
be expected, professional men came 
next with 625 for every 100, followed 
by small business with 171 and foremen 
with 150. All other occupations were 
below expectancy. 

Since professional background ap- 
pears so important, we will consider 
each profession: fathers who were 
professors led all others—2,750 for 
every 100 that might be expected ; then 
ministers, 1,190; lawyers, 1,000; engi- 
neers, 492; and, last, teachers, 190. 


Geographic Origin 


In regional origins, the Middle 
Atlantic states came first (New York 
leading), followed by the East North 
Central (Illinois first), West North 
Central (Missouri), and — trailing — 
the South Atlantic (with Virginia 
first). The South Central region was 
in last place, following the Pacific and 
Mountain states. This pattern of 
regional backgrounds is rather similar 
to that of the career civil service and 
political executives and follows closely 
the rank-order percentages for all 
civilian federal executives. 


Sixty-three percent of all executives 
in the foreign service and their fathers 
and grandfathers were native-born, 15 
percent and their fathers were native- 
born, and slightly more were native- 
born of foreign-born fathers. Only 5 
percent of these executives were for- 
eign-born. The ratios show close cor- 
respondence with the general popula- 
tion. 
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Education 


Highty-eight percent of foreign-serv- 
ice executives had college degrees and 
another 10 percent had at least some 
college. Only 2 percent were high 
school graduates. For every 100 that 
would be expected from proportions in 
the general population, 613 of these 
executives were college graduates. 
Eighty-one percent had Bachelor’s de- 
grees, 33 percent Master’s, 13 percent 
the Ph.D., 8 percent degrees in law, 
and slightly over 1 percent had degrees 
in medicine. Over half had attended 
private colleges and universities; two- 
fifths, public institutions; and the re- 
mainder had gone to technical institu- 
tions or one of the academies of the 
United States government. 


THE MILITARY EXECUTIVE 


The officers of the Army, Navy, and 
Air Force who were part of this study 
were on the average fifty years of age 
at the time studied; they had been in 
the service for twenty-five years, and 
had started their careers at the age of 
twenty-three. 


Family Background 


The occupations of the fathers of 
the military executives were similar to 
those of the civilian federal executives. 
Business executives outranked all 
others with 20 percent but were almost 
tied by business owners, with 19 per- 
cent, and professional men, 18 percent. 
Laborers were not far behind with 14 
percent, followed by white-collar work- 
ers, 9 percent. The point of marked 


difference from other federal execu- 
tives is that, whereas they did not have 
fathers in government occupation, 9 
percent of the military had fathers 
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in the uniformed services. The con- 
tinuity between generations that was 
lacking in the other federal services 
is revealed to at least some degree in 
the military which, indeed, in this 
respect has established some kind of 
tradition. 

Five general occupations are over- 
represented in the backgrounds of mili- 
tary executives: business executives 
and owners of large business, with 700 
for every 100 expected; uniformed and 
other government occupations, 500 for 
every 100; professional men, 450; fore- 
men and owners of small business, 
250 and 186. 

Within the important category, the 
professions, military executives show 
some variations from the other serv- 
ices: lawyers lead all others with 1,133 
for every 100, followed by doctors, 
with over 900, professors, 750, engi- 
neers, 431, and ministers, 405. Sons 
of professors dropped noticeably for 
military leaders—for example, in the 
foreign service 2,750 had fathers who 
were professors for every 100 that 
might be expected. 


Geographic Origin 


There was some but not great varia- 
tion in the geographical origins of 
military executives. The Middle At- 
lantic and East North Central regions 
tied with 16 percent each, closely fol- 
lowed by East North Central (14 
percent), South Atlantic (12 percent), 
and West South Central (11 percent). 
Last are the Mountain and Pacific 
states with 7 and 7 percent. 

The ratios for these regions corre- 
spond rather closely with the other 
services. The Mountain, Pacific and 
New England states are above expect- 
ancy with 200, 140, and 114 for every 


100 expected. Two regions are only 


slightly above: the West North Central 


and the South Atlantic, each with 108. 
The other regions are below expect- 
ancy, but not far below. 

The military led all others for having 
at least three generations of native- 
born ancestry: over 71 percent were 
native-born of native-born fathers and 
paternal grandfathers and less than 
2 percent were foreign-born, the 
lowest for any service. The ratios to 
the general population are 116 to 100 
for native-born with father and fath- 
er’s father native-born and 21 to 100 
for foreign-born. 


Education 


The percentage of college graduates 
among the military leaders is very 
high: about nine out of ten had at 
least an A.B. degree, and only two 
percent were high school graduates. 

Twenty-four percent had Master’s 
degrees, only 1 percent (the lowest of 
any service) had the Ph.D., 4 percent 
a degree in law, and 4 percent a doctor 
of medicine. As to the institutions 
they attended, 62 percent went to 
technical institutes or a United States 
academy, 26 percent a public college 
or university, and 12 percent private 
colleges and universities. 


MILITARY AND CIVILIAN 
SERVICES COMPARED 
Background 


In comparing the military with the 
civilian federal executive, we find that 
the occupational backgrounds of the 
latter tend to be spread more through 
the general population. The ratios for 
these two categories of service confirm 
this. For every 100 sons of business 
executives or owners of large business 

that might be expected, there were 570 
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in the civilian federal executive and 
700 in the military; for every 100 sons 
of professional men, 480 in the civilian 
executive and 450 in the military ; fore- 
men, 250 in the civilian and also 250 
in the military; owners of small busi- 
ness, 200 for civilian and 185 for the 
military. Sons of skilled laborers had 
a ratio of 113 for the civilian and only 
80 for the military; farm tenants or 
owners, 88 for the civilian and only 
56 for the military; white-collar, 75 
for the civilian and the same for the 
military; unskilled and semi-skilled 
workers, a low ratio of 12 for the 
civilian executives but an even lower 
ratio, 6, for the military. 


Within the professions as occupa- 
tional background, there is consider- 
able difference between the civilian and 
military executives: professors led all 
others in the civilian group with a 
ratio of 1,400 for every 100 that might 
be expected, compared with 750 for 
the military. On the other hand, law- 
yers had a much higher proportion 
among the military—1,100 for every 
100—than among the civilian—850 for 
every 100. The clergy had a higher 
ratio among the civilians—670 com- 
pared with 400; doctors reversed this 
with 930 among the military and 600 
among the civilian executives. Differ- 
ences between the two services for 
engineers and for teachers was not 
very great. 


Very broadly speaking, the back- 
grounds of the military and civilian 
executives are similar whether we are 
considering occupation, or region or 
state of origin. Moreover, the two 
categories of federal service are similar 
in the kind of education they have 
received, with the exception that the 
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military executives often attended the 
United States academies established 
for this purpose. 


WOMEN EXECUTIVES 


Women executives were conspicuous 
by the small percentage of their repre- 
sentation in the civilian federal execu- 
tive. Among the approximately 11,000 
civilian federal executives there were 
only 145 women. (It seems from inter- 
nal inspection that, if anything, women 
are slightly over-represented rather 
than under-represented in our sample.) 
Among all levels of civilian federal 
service, there are 400,000 women em- 
ployees, representing about one third 
of all civilian federal executives, yet 
only 145 were at the top levels of 
executive command, 

Over a third of the women executives 
had fathers who were professional 
men (34 percent), 18 percent of the 
fathers were business executives, 14 
percent farmers, and 13 percent skilled 
and unskilled workers. 

Expressed in ratios: for every 100 
professional men to be expected there 
are 850 present in the sample, 667 
of business executives, 150 foremen, 
and owners of small businesses, 114. 
All other general occupational sources 
were below the expectancy including 
farmers, farm laborers, skilled labor- 
ers, and white-collar and semi-skilled 
workers. 

The Mountain States, proportion- 
ately speaking, scored high among 


women as it did among the men, 167 
for every 100 that might be expected, 
the West North Central was also high 
with 146, as were the New England 
states with 143. 

Less than 1 percent of these women 
were foreign-born as compared with 
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4 percent for the civilian federal exec- 
utives generally. 

Almost all of the female federal 
executives had some college education, 
81 percent being graduates. Propor- 
tionately speaking 900 out of every 100 
that might be expected were college 
graduates and only 19 for every 100 
were graduates of high schools. The 
women are not particularly different 
from male civilian federal executives 
in the amount of education that they 
acquired to compete for high positions 
in the federal government. 


THE BUSINESS EXECUTIVE 

The American big business exec- 
utives differ in many respects from the 
American federal executives but in 
broad outline they are far more alike 
than different insofar as their social 
and economic characteristics are con- 
cerned, including their family and 
occupational origins as well as their 
educational attainments. We shall give 
a brief summary of these characteris- 
tics of the big business leaders now in 
order to establish a comparative basis. 
What is said here is a paraphrase and 
at times a quotation from a summary 
in Warner and Abegglen, Occupational 
Mobility in American Business and In- 


dustry. (See pages 23 to 36 of that 
volume.) 


Family Background 

There are four categories of occupa- 
tion over-represented in the back- 
grounds of big business and four 
under-represented. A simple way to re- 
port these results is to say that for 
every 100 men who might have been 
expected to be business leaders on the 
basis of their occupation backgrounds 


and the proportion of such men in the 
“general occupational population, there 
were approximately 800 sons of busi- 
ness leaders, 400 sons of small business 
men, about 400 sons of professional 
men, and slightly over 100 sons of 
foremen. For every 100 that might 
have been expected from the category 
clerks and salesmen, there were only 
80, for skilled laborers only 60, for 
farm tenants and owners between 40 
and 50. Fewer than 20 out of the ex- 
pected 100 turn up for the semi-skilled 
or unskilled and almost none for farm 
laborers. 


Geographic Origin 

The several geographical regions of 
the United States contributed dis- 
proportionately to the number of busi- 
ness leaders. The following results are 
corrected for the size of the population 
in each of the regions involved. The 
Middle Atlantic states rank first (a 
ratio of 147), the New England states 
second (143), and the Pacific Coast 
states third (133). The southern states, 
including the East South Central, West 
South Central, and South Atlantic 
regions, produced a disproportionate- 
ly smaller share. These regional dif- 
ferences seem to be related to dif- 
ferences in standards of living and 
education. The present distribution of 
business leaders, compared with their 
places of birth, shows that a sizeable 
number left New England and the 
West North Central states, and that 
a considerable proportion moved into 
the Middle Atlantic and Pacific re- 
gions. The movement to and from 
regions is not random but likely to 
take place in a fairly definite pattern. 
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The size of a man’s birthplace, like 
the region in which he is born, plays 
a part in occupational mobility. Most 
of the men of the business elite were 
born in the big cities. When the propor- 
tions of the business leaders born in 
the several sizes of community are 
compared with the proportions for the 
total population, it is found that rela- 
tively few are from small-town or 
rural backgrounds. When the occupa- 
tion of father, the region of birth, 
and the size of birthplace are con- 
sidered jointly, the very small part 
played by the small-town and rural 
South in business leadership is sharply 
revealed. 


Education and Career 


Most of the business leaders were 
college men and well over half college 
graduates. Seventy-six percent of the 
men studied had gone to college, 57 
percent had graduated, 19 percent had 
not. However, one-fifth of the whole 
group had not only graduated but had 
gone on to advanced graduate study. 
Comparatively, the American business- 
man tends to be a highly educated 
man: whereas 76 out of every 100 of 
the business elite had gone to college, 
only 13 of every 100 adult males (30 
years and over) in the general popula- 
tion had some college training; 57 of 
every 100 business leaders had gradu- 
ated, as compared with 7 out of every 
100 in the general population. 

More than half of the adult males 
in the general population had not 
attended high school, compared with 
only 4 out of 100 leaders. Nine percent 
of the leaders had some high school but 
did not graduate and 11 percent grad- 
uated but did not go on to college, 
compared with 16 percent in each of 
these groups in the general population. 
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Over half (52 percent) of the sons of 
semi-skilled or unskilled laborers had 
been to college and 36 percent had 
graduated. Seven out of every 10 sons 
of fathers of the white-collar level had 
been to college and 5 out of 10 had 
graduated. In general, men originat- 
ing from all levels went to college, 
but those from higher levels attended 
and graduated from college in higher 
proportions. Another moderately accu- 
rate measurement of the effect of 
occupational rank on education is ob- 
tained from a comparison of the per- 
centages of men of diverse origins 
who did not graduate from high school. 
Whereas only 3 percent of the sons of 
professional men and 3 percent of the 
sons of business leaders quit school 
before graduating from high school, 
one third of the sons of unskilled and 
semi-skilled laborers and one fourth 
of the sons of skilled laborers failed to 
go on. The other levels fell between 
the two extremes. 

Education is now one of the prin- 
cipal avenues to business leadership. 
The mobile men in greatly increased 
numbers use it in their drive to places 
of leadership and power. Clearly edu- 
cation helps many from all levels to 
reach the top, yet financial and other 
restrictions on access to higher educa- 
tion are also important factors in the 
maintenance of occupational inher- 
itance by the elite. 

The average business leader in our 
study had almost reached his fifty- 
fourth birthday (53.7 years). He 


entered business a few months after 
reaching his majority (21.4 years). 
It took him almost twenty-four years 
to reach his present business position. 
Occupational origin has an effect on the 
age of entering business: 


sons of 
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laborers become self-supporting earlier 
(before reaching nineteen) than those 
of any other occupational category. 
The sons of professional men and 
businessmen do not enter business 
until they are nearly twenty-two. 

The length of time before reaching 
a top business position was shortest 
for the sons of major executives (20.6 
years) and longest for the sons of 
laborers (26 years). The sons of farm- 
ers took about a year less than those 
of laborers (25.1 years). On the whole, 
territorial mobility, while an integral 
part of the mobility process, seems to 
be related to retarding the career, 
although some men would probably 
not have advanced so far if they had 
not been territorially mobile. Men who 
have moved about a lot tend to achieve 
business leadership later than those 
who stay closer to home. 


Marriage 


Approximately half of the wives of 
the business leaders studied (51 per- 
cent) were the daughters of business 
or professional men, and about a sixth 
were from the laboring class. Men born 
to high station married women from 
similar backgrounds in greater pro- 
portion than did any other class; but 
in general the men in our study 
married women from their own occupa- 
tional level more than any other group 
of women. The men whose fathers 
were white-collar workers married out 
of their occupational origins more than 
any others; men with laboring, farmer, 
and big business backgrounds were 
more likely than others to marry within 
their occupational origins. In general, 
both endogamic and exogamic factors 
seem to be operating in the choice of 
mates. Flexibility, individual choice, 


freedom to go beyond the confines of 
the occupational level—all are exhib- 
ited in the kinds of marriages made by 
the business leaders. 

The question arises, what effect did 
in- and out-marriage have on the ca- 
reers of these men? The sons of the 
elite who married the daughters of 
laborers took 23 years to achieve their 
positions at the executive level; those 
who married at their own level took 
two years longer (25 years). The la- 
borer who “marries the boss’s daugh- 
ter” takes almost exactly the same 
amount of time for achievement as the 
one who marries someone from his 
own level or origin (25.9 years for the 
first, 26.1 for the latter). The general 
effect of marriage on the career is 
quite similar for all categories; there 
is only a limited range of difference in 
time for the careers of men who marry 
above or below their occupational ori- 
gins. The status of the wife generally 
does not have a direct effect on acceler- 
ating the career of the business leader. 


CONCLUSION 

In the broadest sense, the research 
on business and government executives 
indicates that at the levels studied 
American society is not becoming more 
castelike; the recruitment of business 
leaders from the bottom is taking place 
now and seems to be increasing. Mobil- 
ity to the top is not decreasing; in 
fact, for the last quarter century it 
has been slowly increasing. In spite 
of the pessimistic predictions about 
an immobilized society, this evidence 
shows that our society, although much 
like what it has been in past genera- 
tions, is more flexible than it was; 
more men and their families are in 
social motion; pessimism about de- 
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creased flexibility and mobility is not 
warranted. 

Despite these facts, the operation of 
rank and the effects of high birth are 
strongly evidenced in the selection of 
the American business and govern- 
ment elite. Men born to the top are 
more likely to succeed and have more 
advantages than those born further 
down. There is not full freedom of 
competition; the system is still suf- 
ficiently status-bound to work to the 
considerable advantage of men born 
to higher position. Fathers at the elite 
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levels still find it possible to endow 
their sons with greater opportunity. 
Nevertheless, in business and in all 
probability in government, they do so 
now in decreased numbers.” The sons 
of men from the wrong side of the 
tracks are finding their way increas- 
ingly to the places of power and pres- 
tige. The values of competitive and 
open status are felt more today than 
yesterday and those of inherited posi- 
tion and fixed position, while still 
powerful, are less potent now than 
they were a generation ago. 





1. See Warner and Abegglen, Occupational 
Mobility in American Business and Industry 
(University of Minnesota Press, 1955) and 
Big Business Leaders in America (New York: 
Harper & Brothers, 1955). The present study 
was based on this previous study of all va- 
rieties of big business leaders in the United 
States. Exact comparisons can be made be- 


tween government and business elites. 

2. Earlier study of business executives 
(1928) allows precise comparison between to- 
day and yesterday; precise measurements of 
federal leaders of previous periods are not 
available, but incomplete evidence indicates 
more mobility to higher places today than 
previously. 
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IRA T. ELLIS 


Five Major Economic Problems 


of the 1960's 


Growth is not automatic: it is the product 


of the work, savings, and foresight of us all. 


On the assumption that we shall 
avoid World War III during the cur- 
rent decade, the following economic 
problems are among the most impor- 
tant we shall face in the 1960’s: 

e Stabilization of the purchasing 

power of the dollar. 


e Achievement of balance in our 
international accounts. 

e Stimulation of growth in produc- 
tion of goods and services and in 
the earning power of individuals. 


e Stimulation of savings to finance 

economic growth. 

e Changing composition of our pop- 

ulation and labor force. 

These problems affect us all, and 
solutions rest upon activities of a di- 
versity of people and organizations, 
both public and private. Many of 
them involve actions by individuals, 
by business management, and by gov- 
ernment officials. Solutions to these 


problems must lean heavily on analy- 
sis, theory, and skills in many fields. 


STABILIZATION OF PRICES 


The level of wholesale commodity 
prices in this country in 1960 was 139 
percent above the average in 1939, as 
may be noted from Chart I. (Inciden- 
tally, the current level is almost four 
times the level at the post-Civil War 
low in 1896.) The purchasing power 
of the dollar in wholesale markets in 
1960, therefore, had lost 58 percent of 
its value in 21 years. Chart II shows 
price changes since 1939 in the princi- 
pal components of the Consumer Price 
Index. 

Commodity prices rose rapidly dur- 
ing and immediately after World War 
I. They declined from 1920 to 1932. 
They have been rising since 1932, 
stimulated by two of the greatest wars 
in our history. In contrast to other 
post-war periods, when deflation usu- 
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ally occurred, commodity prices have 
risen significantly since the end of the 
Korean War eight years ago. 

Some of the price rise of the past 
two decades has been caused by in- 
flation of the money supply—financing 
government deficits through the com- 
mercial banking system—some has 
been caused by increased taxes at all 
government levels, and some has been 
caused by increasing employment costs 
at a rate faster than could be offset 
by increasing output per worker. 


Not a Stimulus 


Rising prices do not provide perma- 
nent stimulation to economic growth. 
Instead, they distort business activity 
and business decisions, they reduce the 
value of savings in the form of life 
insurance, bank deposits, bonds, pre- 
ferred stock, mortgages receivable, 
and other fixed-income securities, and 
they are a very real form of tax on 
those whose incomes do not rise with 
prices. Rising prices of new homes 
have stimulated the lengthening of 
mortgage terms and the reduction in 
the relative size of down-payments, 
with a consequent demand for govern- 
ment insurance of low-equity, long- 
term residential mortgages. Rising 
prices have been an important factor 
in the lengthening of credit terms for 
automobile purchases and have stim- 
ulated enormously the demand for 
credit in financing automobile sales. 

We must stop the rise in prices by 
stopping the rise in costs. We must 
balance our governmental budgets, and 
restrict the rise in employment costs 
to a rate we can offset with rising pro- 
ductivity of labor and capital. Im- 
provement in productivity should re- 
sult in price decreases in some areas. 


BALANCE OF INTERNATIONAL 
ACCOUNTS 


The second problem is the recently- 
developed one of lack of balance in our 
international payments. This problem 
has become serious only in the past 
three years, as may be noted from 
Table 1, although it has been develop- 
ing since 1949. The difficulty in our 
international balance of payments be- 
fore 1958 was usually in the opposite 
direction—a dollar shortage—a lack 
of dollars available to the rest of the 
world to pay for their desired pur- 
chases from the United States. For- 
eign countries today, however, are in- 
creasing their reserves of gold and 
dollar balances because they do not 
desire to purchase from this country 
goods and services equal to the total 
value of the dollars they have available. 

The more dramatic segment of the 
problem is shown by the decline in our 
monetary gold stock. The United 
States had a small increase in gold 
holdings in 1956 and 1957, but we sold 
gold valued at $2.3 billion in 1958, $0.7 
billion in 1959, and about $1.7 billion 
in 1960. The value of our monetary 
gold stock is now $17.4 billion, of 
which about $12 billion is restricted 
by law as a 25 percent reserve against 
outstanding paper currency of the Fed- 
eral Reserve System and deposits in 
Federal Reserve Banks. 


Why We Sell Our Gold 


We are selling gold and foreign 
countries are also increasing their hold- 
ings of dollars because the surplus of 
our exports of goods and services over 
corresponding imports is not suffi- 
cient to finance our military spending 
abroad and our foreign aid given in 
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dollars, together with our new foreign 
investment in forms other than mer- 
chandise or service exports from this 
country. 


We must correct the adverse condi- 
tion in our international balance of 
payments because we have a limited 
supply of gold to balance our accounts 
and because foreign nations cannot be 
expected to continue indefinitely to in- 
crease their holdings of dollars. The 
solution to this problem may take 
several forms. We can increase ex- 
ports, transfer some military spending 
or foreign aid spending for foreign 
purchases to other industrial nations, 
reduce our rate of foreign investment, 
or reduce imports—or, of course, com- 
bine all four solutions. Of one thing 
we are certain, we must continue to 
pay our bills abroad. It is no longer 
a problem we can complacently ignore. 


Competition and Banking Practice 


One extremely important factor in 
increasing exports is to assure the 
world that prices of our export com- 
modities will be competitive. With 
the rebuilding of the industrial eco- 
nomies of the United Kingdom, West- 
ern Europe, and Japan, we are no 
longer the only source of supply of 
industrial commodities. And for many 
important products our prices are not 
sufficiently competitive—for example, 
cotton at the domestic price, cotton or 
woolen manufactures, steel, machin- 
ery, and automobiles. Not only are 
we having difficulty in competing in 
export markets, but also our imports— 
especially of manufactured products 
—are rising faster than our exports— 
importantly for price considerations. 

The world is also watching the 
handling of our federal finances. Fi- 


nancing a large federal deficit through 
‘the banking system—as we did in 1954 
and 1958 and as we are starting to do 
again in 1961—raises doubts abroad 
about the soundness of our currency 
and the purchasing power of the dollar. 
We must balance our federal budget 
at least over the business cycle to avoid 
inflation of the money supply and the 
inevitable price increases. Note that 
the federal debt rose $15.2 billion be- 
tween June, 1954, and June, 1960, a 
period of rising production, employ- 
ment, personal income, and Govern- 
ment income. (Debts of state and local 
governments are also rising, but this 
increase reflects largely the construc- 
tion of roads, schools, water and sewer 
systems, etc., rather than the financing 
of deficits in current spending.) 


Stimulation of Growth 


The third problem on our list is the 
stimulation of growth in production of 
goods and services and in the earning 
power of individuals. The economic 
growth that is so much in the news 
today should be defined principally as 
growth in the level of living of our 
people, i.e., in their command over 
goods and services. Since the Ameri- 
can people can consume only what they 
produce, ignoring the small net effect 
of imports and exports, to have more 
we must produce more. 


Data on Chart III show the close 
correlation that exists between changes 
in the “real” volume of goods and 
services produced in the country and 
the corresponding changes in the gen- 
eration of “real” personal income after 
taxes—with both on a per capita basis. 
Changes in the volume of industrial 
production per capita are also shown 
on this chart. 
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There has been a significant rise in 
this country since 1949 in production 
per person in the population, whether 
we measure production as the output 
of our factories, mines, and utilities 
(Industrial Production), or the pro- 
duction of all goods and services (the 
Gross National Product). This rise 
in production has been accompanied by 
a rise in “real” personal income after 
taxes (disposable income). 


Spending and Investment 


Spending for personal consumption 
accounts for about two-thirds of the 
goods and services produced in the 
country, and private investment ac- 
counts for about one-seventh. Gov- 
ernment purchases account for about 
one-sixth. The principal area of stim- 
ulation of production, therefore, would 
seem to be personal consumption and 
private investment, if we are to affect 
importantly the growth rate of total 
production in the country. Higher 
consumer spending would mean more 
spending for automobiles, furniture, 
household equipment, etc., more spend- 
ing for food and other nondurable 
goods, and more spending for house- 
hold operation, transportation, and 
other services. It would also mean 
more private investment in residential 
construction, in business plant and 
equipment, and in other nonresidential 
construction. 

Of course, some of our increase in 
production must take the form of 
goods and services purchased by or 
provided by the public sector of the 
economy, i.e., national defense, schools, 
roads, public welfare, etc. These goods 
and services are part of our standard 
of living just as much as are homes, 
household appliances, automobiles, va- 
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cations, or the expenses of our children 
in college. There may be, of course, 
questions about the desirability of 
some forms of government spending, 
e.g., the price support program for 
agricultural products, just as there 
may be about some forms of private 
spending. 

We have been making progress in 
the public sector as well as in the pri- 
vate sector of the economy. Personal 
consumption expenditures in this 
country rose from $72 billion in 1940 
to $328 billion last year, an increase of 
356 percent. Expenditures by all 
levels of government in 1940 were $23 
billion; they were about $155 billion 
last year, a rise of 574 percent. Ex- 
penditures by the federal government 
for defense were $2.2 billion in 1940; 
they were about $45 billion last year. 
Expenditures for public elementary 
and secondary education were $2.8 
billion in 1940, and $18 billion in 1960. 

To increase the production of desir- 
able goods and services in the country 
at a rate faster than the rise in popula- 
tion, and therefore to increase the level 
of ‘‘real” disposable income per capita, 
we must use a higher proportion of the 
available labor force and we must in- 
crease the productivity per worker— 
by better management, better training 
of workers, and more investment in 
tools and facilities. 


Stimulation of Savings 


Another major problem in the 
United States and in most other coun- 
tries of the world is the relative short- 
age of savings to finance desired 
economic expansion. One evidence of 
this shortage is the current relatively 
high level of interest rates. They have 


fallen over the past year, but a year 
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TABLE 2 
ANNUAL RATE OF PERSONAL AND CORPORATE SAVINGS 
IN THE UNITED STATES, 1929 - 1960 
($1,000,000,000) 
Personal Savings 
Savings 
Accounts, 

Currency including 

& Demand Savings & Debt Corporate Total 
Year Deposits Loan Assns. Securities Stocks(1) Other (2) Total Savings Savings 
1929 $0.0 $0.4 $0.7 $1.9 $7.8 $2.4 $10.2 
1930 -0.9 0.1 5 1.3 2.3 3.9 -3.0 0.9 
1931 -0.1 2.1 3.0 0.6 0.9 2.3 -5.4 -3.1 
1932 -0.2 4.2 0.4 0.2 0.0 -3.8 -6.0 -9.8 
1933 0.1 -1.7 -0.2 0.4 —2.5 -3.9 —2.4 -6.3 
1934 0.9 0.9 0.3 0.4 -0.6 1.9 -1.6 0.3 
1935 1.8 0.8 -1.3 -0.1 1.1 2.3 -0.7 1.6 
1936 2.4 1.1 -0.5 0.2 1.4 4.6 -0.2 4.4 
1937 0.1 0.7 0.1 0.8 1.4 3.1 0.0 3.1 
1938 0.5 0.1 -0.5 0.2 1.2 1.5 -0.9 0.6 
1939 2.5 0.9 -1.0 0.6 1.1 41 12 5.3 
1940 2.4 0.8 -0.4 0.5 1.2 4.5 2.4 6.9 
1941 4.4 0.6 1.7 0.6 2.0 9.3 4.9 14.2 
1942 9.6 1.0 9.9 0.2 1.7 22.4 5.2 27.6 
1943 11.3 4.9 13.1 0.5 2.1 31.9 6.0 37.9 
1944 10.1 8.0 14.6 0.5 3.2 36.4 5.7 42.1 
1945 10.0 9.6 7.8 1.2 4.7 33.3 3.6 36.9 
1946 4.9 6.6 -0.3 1.8 5.4 18.4 7.7 26.1 
1947 -0.3 3.6 1.5 2.1 5.5 12.4 11.7 24.1 
1948 2.1 2.1 0.6 1.4 5.7 YY: 13.3 21.0 
1949 2.4 2.3 1.1 1.6 5.2 7.8 8.5 16.3 
1950 1.9 2.3 0.1 1.2 5.8 11.3 13.6 24.9 
1951 3.0 4.5 -1.2 1.6 6.8 14.7 10.7 25.4 
1952 2.0 7.5 0.9 1.4 7.5 19.3 8.3 27.6 
1953 0.7 8.3 2.3 0.7 7.8 19.8 8.9 28.7 
1954 2.4 9.1 -1.2 0.0 8.7 19.0 7.0 26.0 
1955 -0.8 8.3 5.7 1.2 9.2 23.6 11.8 35.4 
1956 0.9 9.1 4.0 1.4 9.2 24.6 11.3 35.9 
1957 -0.8 11.8 3.9 1.4 10.6 26.9 9.7 36.6 
1958 2.6 15.6 -1.4 1.4 10.6 28.8 6.7 35.5 
1959 1.3 10.8 4.7 0.9 10.7 28.4 10.5 38.9 
1960 aE og 13.3 1.8 -0.2 14.0 30.0* 8.7 38.7* 





* Preliminury or estimated. 


Source: Federal Reserve Board, U. S. Department of Commerce, and Securities and Exchange Commission, ex- 
cept some items prior to 1950 from Goldsmith's “‘A Study of Saving in the United States.” 


(1) Includes net new money put into common and preferred stocks and investment company shares. 
(2) Mortgages and savings in private life insurance and pension funds. 





ago they were at a peak level since 
1933. 

Interest rates are high basically be- 
cause the American people are trying 
to borrow more than they are willing 
to save. Net savings of individuals in 
savings accounts, debt securities and 
real estate loans, life insurance and 


pension reserves, etc., totaled about $30 
billion last year, a new record high 
level since 1945, as may be noted from 
the tabulation in Table 2. Retained 
earnings of corporations, which fluctu- 
ate more widely than personal savings, 
totaled almost $9 billion last year. 
Apparently these savings were not 
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sufficient to cover the potential demand 
from corporations, residential mort- 
gages, consumer credit, and govern- 
ment, since interest rates were rela- 
tively high during the year. 


Meeting the Demand 


In any period of high demand for 
savings, accompanied by high or rising 
interest rates, there is usually a de- 
mand for substantial expansion of 
credit by commercial banks, i.e., infla- 
tion of the money supply. This de- 
mand appears most frequently in gov- 
ernment financing, where it takes the 
form of financing deficit spending by 
selling securities to commercial banks. 
I stress the use of commercial bank 
credit, since this is the credit which 
creates demand deposits and therefore 
expands our money supply—for both 
public and private spending. 


But economic growth must be fi- 
nanced from savings, not from creat- 
ing money for public or private spend- 
ing. To increase the standard of living 
of the American people, i.e., to enable 
them to consume more goods and 
services, we must save and invest 
more. In view of the expected sub- 
stantial growth in our population dur- 
ing the 1960’s, we shall have enormous 
demands for mortgage money, con- 
sumer credit, borrowed funds to build 
roads and schools, and for equity funds 
for the replacement and expansion of 
our industrial and commercial plant. 
We must stimulate personal and corpo- 
rate savings in this country during the 
1960’s with attractive interest rates 
and corporate profits and with stable 
commodity prices to provide the neces- 
sary loan and equity funds to meet 
these demands. 
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Changes in Population Composition 


The final problem for our considera- 
tion is the changes which will occur in 
the composition of the population, and 
therefore in the labor force, of this 
country over the decade ahead, as may 
be noted from the data in Table 3. 
The United States population rose 18.6 
percent from 1950 to 1960. It will 
rise about 17 percent from 1960 to 
1970. The rate of growth in total 
population, therefore, is showing little 
change but there will be wide differ- 
ences in rates of growth by age group 
in the decade ahead as there were in 
the decade of the 1950’s. 

Population 18-24 years of age—the 
age when many men and women join 
the labor force, form families, or at- 
tend college—increased 0.5 percent 
from 1950 to 1960. It will rise about 
55 percent in the next 10 years, reflect- 
ing the rapid rise in the birth rate 
from 1946 through 1952. On the other 
hand, the population from 25 to 44 
years of age will rise only 3 percent in 
the next 10 years, the same rate of rise 
we experienced over the past 10 years. 
We shall see a shift in the composition 
of our labor force in the decade ahead 
toward the younger end of the scale. 
In fact, we must adjust to a reduction 
in the average age of our working 
force for the next 30 years—a legacy 
of the low birth rate during the years 
1928 through 1941. 

The last five years of the decade will 
see average high school graduating 
classes almost half again as large as in 
the five years ending with 1960. Many 
of these graduates will want to enter 
college, but many of them will seek 
employment and plan to be married. 
Much of the optimism about the cur- 
rent decade is based on this expected 
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TABLE 3 


AGE DISTRIBUTION OF THE POPULATION OF THE U. S., INCLUDING ARMED 
FORCES OVERSEAS, BUT EXCLUDING ALASKA AND HAWAII; 
ACTUAL 1940, 1950, AND 1960: PROJECTED 1970 


(In thousands, as of July each year) 








change change ale 

1940 1950 1940-1950 1960 1950-1960 1970 est. 1960-1970 

Total 132,122 151,683  +14.8% 179,900  +186% 210,000 +16.7% 
Under 5 years 10,579 16,320 +54.3 20,400 + 25.0 21,500 +5.4 
5-17 29,789 30,730 +3.2 43,900 +42.9 52,700 +20.0 
18 - 24 16,608 16,014 —3.6 16,100 +0.5 24,800 +54.0 
25 - 34 21,446 23,926 +11.6 22,900 —4.3 25,200 +10.0 
35 - 44 18,422 21,569 +17.1 24,100 +11.7 23,000 —4.6 
45 - 64 26,249 30,837 +17.5 36,000 +16.7 42,300 +14.6 
65 and over 9,031 12,287 +36.1 16,500 +34.3 20,500 +24.2 





rise in family formation. We must 
organize our economic affairs to pro- 
vide employment for the rising tide of 
high school graduates late in the 1960's 
if we are to enjoy the expected benefits 
of a rising rate of family formation. 


Framework of Economic Growth 


In conclusion, we enjoyed a decade 
of growth during the 1950’s. It was 
marred by a serious war, by a signifi- 
cant rise in commodity prices, and by 
deterioration in the balance of our in- 
ternational payments. The decade of 
the 1960’s can also be a period of sub- 


stantial growth in savings and invest- 
ment, in production, and in the earn- 
ing power and the level of living of 
the American people, particularly if 
there is no serious increase in interna- 
tional tension. But economic growth 
is not easy or automatic, and it is not 
provided by government, nor can it be 
financed by excessive expansion of the 
money supply. It must be financed by 
the saving and produced by the hard 
work of all of us. It must be done in 
a framework of stable prices, with 
balance in our international accounts, 
and by employment of the available 
labor force. 
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The Clouded Crystal Mall: 1861 


The address of President Lincoln upon his taking the oath of office, augurs ill 
for the maintenance of the Union. The policy which it announces is neither that 
of conciliation nor that of defiance. The best defense which can be made of the 
inaugural address is, that it does not mean what it says; that its object is to gain 
time, and that the Federal Executive intends to adopt no decisive step, until the 
intentions of the Border States are declared. 

It would, in our opinion, be premature to speculate upon the probable effects 
of the movement now in progress. We will only express our opinion that the 
maintenance of the Union, in perpetuity, is impossible; and that the entire region 
from Niagara to Mexico, and from New York to California, cannot continue for 
many years to be governed by a single Federal Government. Dissolution, to 
some extent, and at no distant period, is, we believe, the “manifest destiny” of 
the United States. 

We cannot concur in the opinion of those who have expressed unmingled regret 
at the apparent dissolution of the Union. No doubt the comparative failure of so 
great an experiment in the progress of mankind is to be deplored; but we are by 
no means convinced that the progress of mankind and of rational liberty will not 
be advanced by that separation. Nothing could be more deplorable than a sangui- 
nary contest between the two great sections of the American people; but we are 
convinced, for numerous reasons, that such a contest, if it takes place at all, will 
be of a very short duration. 

The severance of the Union into two parts will beget in both of them a stronger 
sense of the obligations of international law, and a greater respect for their 
neighbors. To each division of the Union a vast career of power, prosperity, and 
usefulness remains open; and if they have the good sense to abstain from mutual 
aggression, each of these two great countries may continue to play as important 
a part in the affairs of the world as when they were united by the slender tie of a 
Federal Compact. 


Edinburgh Review, CXIII, 230 (April 1861), 
555-87, Article X, “Election of President 
Lincoln.” Abridged. 





RICHARD F. GONZALEZ 


The Brazilian National 
Automotive Industry 


A developing nation charts a middle course 


between reliance on direct foreign investment 


and encouragement of domestic enterprise. 


A press release dated May 24, 1961, 
issued by the Brazilian embassy in 
Washington, pointed proudly to the 
fact that in only four years “Brazil 
affected the renewal of her fleet of ve- 
hicles spending just one-fourth of what 
would be necessary to import the 300 
thousands units which had been pro- 
duced in that country... .” It noted 
that the country’s industrial resources 
had been augmented by machinery and 
equipment valued at more than $300 
million during the period 1957 through 
1960, and that invaluable technical 
knowledge had been acquired in the 
process. With production slightly less 
than 120 thousand vehicles in 1960, 
the Brazilian auto industry now ranks 
as the world’s seventh largest. The 
Brazilian government estimates that 
after 1961 production will reach $550 
million per year and foreign exchange 
diverted from automotive equipment 
expenditures will total $300 million 


annually. They also look forward to a 
market expansion to include neighbor- 
ing Latin American republics. After 
1961 the industry is expected to export 
60,000 vehicles a year. 

It is difficult to measure investment 
in the industry, to reconcile conflicting 
reports of growth, and to evaluate the 
success of governmental inducements. 
Yet it is evident that in a little more 
than four years the Brazilian govern- 
ment, prompted by the necessity of 
easing its dollar shortage while de- 
veloping an industrial sector defined 
to be essential for economic develop- 
ment, has been eminently successful in 
achieving its initial goals of creating 
a domestic industry while pursuing a 
course of action requiring unusual co- 
operation between government and pri- 
vate enterprise. The Brazilian experi- 
ence in the auto industry was not an 
example of state enterprise, nor were 
private manufacturers given a free 
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hand. The national plan for the auto- 
motive industry announced in 1956 
served as criticism of the progress 
achieved in the industry prior to that 
time and indicated dissatisfaction with 
governmental experience in the oper- 
ation of F.N.M. (Fabrica Nacional de 
Motores), a state enterprise organized 
to manufacture a heavy-duty truck of 
Alfa Romeo design. F.N.M. failed to 
attain desired production goals as well 
as the objective of manufacturing a 
vehicle using parts and components 
domestically produced. The latter goal 
specified that nationally manufactured 
parts should constitute 65 percent by 
value of the final product. 


THE NATIONAL PLAN 


From 1945 to 1952 the average an- 
nual cost for the importation of auto- 
motive vehicles and parts was approxi- 
mately $142 million, which incidentally 
exceeded the import cost of such items 
as wheat and petroleum. During this 
period Brazil was the world’s leading 
importer of Cadillacs and was known 
as the “Country of Cadillacs.” How- 
ever, except for a brief period follow- 
ing World War II, Brazil has not had 
the means of payment necessary for 
the importation of automotive vehicles 
on a scale adequate to keep pace with 
the development needs of the country. 
increasing difficulties with the balance 
of payments schedule as well as de- 
teriorating terms of trade forced the 
Brazilian authorities in 1952 to under- 
take measures to restrict the importa- 
tion of vehicles with a view to easing 
the demand for foreign exchange. 


Import Restrictions 
In August 1952 the government 
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placed restrictions on the importation 
of spare parts if comparable items 
were being manufactured in the coun- 
try. This order eventually prohibited 
importation of 104 items. This was 
the first official step taken to encourage 
the development of the Brazilian auto- 
motive parts industry. After July 1953 
requests for licenses to import as- 
sembled vehicles were denied. By June 
1954 the Committee for Industrial 
Development had created an executive 
group for the automotive material in- 
dustry. The function of the group 
was to devise measures which could 
be taken to encourage further develop- 
ment of the parts industry. On March 
8, 1956, the Superintendency of Cur- 
rency and Credit published Instruc- 
tions 127 and 128, designed to further 
control the importation of disassembled 
vehicles and accessories and set up a 
program for manufacturers in which 
an increasingly “nationalized” product 
would be produced. These measures 
were ineffective, since the instructions 
were considered difficult to interpret. 
Decree No. 39.412 

In April 1956, under the direction 
of the Minister of Transportation, a 
working group was formed to study 
the establishment of a Brazilian auto- 
motive industry and to suggest means 
for its achievement. This group, oper- 
ating within a thirty-day time limit, 
drew up a program which was in- 
corporated into Decree No. 39.412 
issued under executive order on June 
16, 1956. The essential provisions of 
this decree are as follows: 

Equipment for use in the automotive 
industry was defined as being of the 
highest essentiality for the develop- 
ment of the country, and could be 
imported without exchange cover as 
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foreign capital investment subject to 
Instruction 113, a 1955 regulation of 
the Superintendency of Currency and 
Credit specifically dealing with direct 
foreign investments. 


Any manufacturer desiring to take 
advantage of the various inducements 
offered by the Brazilian government 
was required to have his proposal for 
manufacturing approved by the Execu- 
tive Group of the Automotive Industry 
(GEIA). Furthermore, the manufac- 
turer was required to submit proposals 
which included the production of auto- 
motive engines in its own facilities or 
those of subcontractors under the 
manufacturer’s responsibility. In ad- 
dition, proposals had to conform to 
standards of increasing non-reliance 
on imported parts and components in 
accordance with a rigid schedule set 
up by GEIA. (See Table I for the 
rates of nationalization contained in 
the program.) 

Nationalization is here defined as 
the utilization of domestically produced 
parts and components to a specified 
degree as measured by percentage of 
the weight of the finished vehicle. The 
various sub-plans called for a succes- 
sively greater use of domestically pro- 
duced parts, such that by the last half 
of 1960 there would be attained a 
level of nationalization of between 90 
and 95 percent for all types of vehicles. 
Admittedly, the specification by weight 
was not completely satisfactory but it 
did have the advantage of ease of 
calculation. In some instances a major 
component did not have to meet the 
90-95 percent figure in order to be 
counted as national production. For 
example, in most of the plans if an 
engine contained 60 percent by weight 
of components of national manufacture 


the entire engine was declared a na- 
tional product. 

An additional benefit to the manu- 
facturers was contained in Decree No. 
39.412 relative to the provision for 
reserves of exchange quotas in favor 
of each manufacturer to facilitate im- 
portation of parts and components not 
yet being produced in Brazil. The 
decree also stated a preference for the 
manufacture of vehicles and parts of 
foreign design already proved by use, 
and encouraged the intensive use of 
sub-contractors although admitting the 
acceptability of vertically-integrated 
manufacturing organizations. 


Automotive Industry Executive Group 


Most importantly, the decree pro- 
vided for the founding of GEIA, the 
Executive Group of the Automotive In- 
dustry, subordinate to the Development 
Council and composed of the following 
members: the Minister of Transporta- 
tion, the Executive Director of the 
Superintendency of Currency and 
Credit, the Director-Superintendent of 
the National Bank for Economic De- 
velopment, the Director of the Foreign 
Trade Department of the Ministry of 
Finance, and the Director of the Ex- 
change Department. GEIA was given 
the task of drawing up sub-plans for 
the domestic production of trucks, 
jeeps, light trucks and utility vehicles, 
and passenger vehicles. The group 
had sole responsibility for examining 
and approving all manufacturing pro- 
posals submitted to it and cooperated 
with other government agencies on 
subjects affecting the automotive in- 
dustry. Finally, GEIA was designed 
to coordinate studies on terminology, 
revision of import duty rates, classifi- 
cation of merchandise by import cate- 
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gories, standardization of materials, 
selection of vehicle types, training of 
specialized labor and technicians, sup- 
ply of raw materials and production 
goods, industry statistics, taxation and 
legislation measures, market studies, 
and production cost analysis. 


Additional Measures 

The basic decree of June 16, 1956 
established the framework for the 
national industry and was_ supple- 
mented by four additional decrees each 
spelling out the specific plan for the 
principle types of vehicle production. 
These decrees were issued between 
July 12, 1956 and February 26, 1957. 
While Decree No. 39.412 extended the 
benefits of Instruction 113 to the im- 
porters of capital equipment, an addi- 
tional law, No. 2.993 of December 6, 
1956, granted exemptions from duties, 
additional taxes, consumption tax and 
customs duties on the imports of auto- 
motive material for a thirty-month 
period subject to the approval of GEIA. 

Although a series of lesser decrees, 
advisements, and actions by govern- 
mental agencies have affected the in- 
dustry, the five executive decrees and 
Law No. 2.993 constitute the basis of 
governmental actions, inducements and 
constraints under which foreign manu- 
facturers operated to establish the 
Brazilian national automotive indus- 
try. The tariff law of 1957, which 
followed the national plan, maintained 
the status quo on imports of equipment 
and materials for the industry. The 
thirty-month exemption from import 
duties and taxes was extended to 
include the period from 1957 to 1960. 


INSTRUCTION 113 


The provisions of Instruction 113 
constitute one of the principal induce- 
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ments offered by the Brazilian govern- 
ment to foreign manufacturers. The 
instruction’ was issued January 18, 
1955 by the Superintendency of Cur- 
rency and Credit to simplify regula- 
tions governing the licensing of im- 
ports not requiring exchange cover 
and to establish a climate favorable to 
the investment of foreign capital in 
Brazil. Instruction 113 provided that 
the Office of Foreign Commerce could 
issue licenses for imports without ex- 
change cover to foreign investments in 
Brazil for new equipment, or in ex- 
ceptional cases for equipment to sup- 
plement existing setups when the 
director of the Office of Foreign Com- 
merce was satisfied that no payment 
would be made from exchange earnings 
to cover such imports. The investor 
declared that the equipment so licensed 
would be incorporated into the assets 
of the national concern in the case of 
a joint venture, or of the Brazilian 
branch or subsidiary of the investor 
without a corresponding entry as a 
demand liability. The firm invested 
in could not make payment abroad 
corresponding to the value of the 
equipment imported. Finally, the equip- 
ment had to remain in the assets of 
the firm or branch for a period corres- 
ponding to normal use. 

At the time of issue, Instruction 113 
established provision for the im- 
portation of equipment in the name 
of Brazilian firms which would be 
financed from abroad. It was required 
that such equipment would be for the 
production of goods considered essen- 
tial to the Brazilian economic develop- 
ment and not currently being produced 
in the country. Annual repayment of 
such investment could not exceed 20 
percent of the value of the loan in any 
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single year and repayment could be 
made at the official rate of 18.76 
cruzeiros per dollar plus the pre-pay- 
ment of a surcharge originally fixed 
at 40 cruzeiros per U. S. dollar. 


Advantages and Alternatives 


Instruction 113 also enabled the 
foreign investor to remit a higher rate 
of profit at the official rate of exchange 
than was formerly possible without at 
the same time foregoing the opportun- 
ity of remitting additional profits 
through the free exchange market. 

Although Instruction 113 was not 
favorably received by Brazilian busi- 
nessmen operating without the benefit 
of a foreign partner or investor, the 
concessions were maintained by the 
Brazilian government. It has been 
estimated that in the three-year period 
following the issuance of the instruc- 
tion, direct private foreign investment 
increased tenfold. To fully appreci- 
ate the significance of the provisions 
incorporated in Instruction 113 it is 
necessary to review briefly the alterna- 
tive which would have been faced by 
equipment importers in the absence of 
these concessions. During most of the 
period between 1957 and 1960, when 
the bulk of the auto industry equipment 
investment entered the country, Brazil 
operated under a two-category ex- 
change rate system. The general 
category covered importation of items 
which could not be produced adequately 
in the country. The second or special 
category included all items of a some- 
what less essential nature or for which 
comparable substitutes could be ob- 
tained through local manufacturing. 
Imports of equipment for the automo- 
tive industry would then have been 
classified under the general category 


and an importer would have been 
required to obtain an exchange certifi- 
cate through public auction. Import 
licenses were then issued to those 
holding exchange certificates. The cost 
of obtaining the certificate or exchange 
commitment was in effect a premium 
to which was added the official rate 
of exchange. In general, during the 
period under consideration the cost of 
obtaining dollars in the general cate- 
gory varied from 50 to 75 percent 
above the cost of dollars in the free 
market. The free market rate in turn 
ranged from three to ten times the 
official rate. During the first year of 
operation under Instruction 113, it was 
estimated that the cost of machinery 
imported without concessions ultimate- 
ly cost two or three times more than 
machinery imported under provisions 
of Instruction 113. 


THE PARTICIPATING FIRMS 


To speak of a Brazilian national 
automotive industry is slightly mis- 
leading; of the twelve firms now en- 
gaged in the manufacture of vehicles, 
four are subsidiaries of U. S. manu- 
facturers: Willys, Ford, General Mo- 
tors, and International Harvester. Six 
of the remaining are subsidiaries of 
European or Japanese firms, while 
Brazilian interests are represented by 
only two firms, Vemag and F.N.M., the 
latter of which was cited earlier as a 
government corporation. 


United States Companies. 


Ford. Of the U.S. firms, the Ford 
Motor Company subsidiary has a rec- 
ord of assembly operations beginning 
in 1919 with a small plant in Sao Paulo. 
Ford expanded facilities for the as- 
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sembly of trucks and passenger ve- 
hicles until 1953, when an acute short- 
age of foreign exchange brought its 
program to a virtual standstill. The 
company had investments of $14 mil- 
lion when the national plan was an- 
nounced and since 1956 has increased 
investments to over $24 million, in- 
cluding a $4 million engine plant 
completed in November 1958. It is es- 
timated that since Ford had a sub- 
stantial investment prior to the an- 
nouncement of the national plan, less 
than 50 percent of its investment en- 
tered without exchange cover, that is, 
under the preferred treatment ac- 
corded investments for the industry. 
Ten years after its initial Brazilian 
activity Ford had expanded its as- 
sembly capacity to 20,000 vehicles per 
year although sales in 1929 were 
slightly less than one-third of that 
amount. By 1953 the company em- 
ployed approximately 2,500 workers 
and increased capacity to include as- 
sembly of passenger cars. The recent- 
ly constructed engine plant has a rated 
capacity of 30,000 engines per year. 
Under the initial phase of the na- 
tionalization program Ford has ap- 
proved plans for the manufacture of 
the F600 and F350 trucks and the F100 
utility vehicle. 


Willys Overland. The record of Wil- 
lys Overland of Brazil, a subsidiary of 
Willys International of Toledo, Ohio, 
while of more recent origin (1952), is 
perhaps more spectacular than that of 
other manufacturers in Brazil. Willys 
attained the required degree of na- 
tionalization ten months ahead of 
schedule and in addition to manufac- 
turing jeeps and utility vehicles is the 
first U.S. firm to turn out passenger 
ears. The original plan filed by the 
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company for the manufacture of cars 
anticipated an agreement with Chrys- 
ler Corporation to produce the 1956 
Plymouth Savoy model. The original 
Willys-Chrysler proposal was one of 
nine plans approved for passenger car 
production and would have given 
Willys-Chrysler the lead by 1960 in 
the output of passenger vehicles—a 
lead now held by European manufac- 
turers. In March 1958 Willys advised 
the Brazilian government that ar- 
rangements with Chrysler had been 
called off, and filed instead a plan to 
produce the Aero Willys. Still later 
the company entered into negotiations 
with the French auto manufacturer 
Renault to produce the Dauphine. In 
October 1959 Willys completed an axle 
and transmission plant representing 
an investment of $11 million and 
capable of producing 150 sets of axles 
and transmissions daily. 


Uniquely, 45 percent of Willys com- 
mon stock is held by more than 15,000 
Brazilian stockholders and through 
1960 the actual or programmed invest- 
ment of Willys Overland of Brazil 
was scheduled to exceed $25 million. 
The Chrysler Corporation, in conse- 
quence of its inability to carry out its 
original project, is not expected to be 
a major participant in the Brazilian 
program, although the company has 
investments in Brazil for the manufac- 
ture of automotive parts through the 
firm Brasmotor. 


General Motors. The activities of 
General Motors through the period 
ending 1960 specified direct invest- 
ments of approximately $20 million for 
a manufacturing program limited to 
the production of light and medium 
trucks and bus chassis. In March 1959 
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G.M. inaugurated facilities for the 
production of 25,000 engines per year. 


International Harvester is the fourth 
U.S. firm, with an anticipated invest- 
ment through 1960 of approximately 
$4.5 million for the manufacture of 
a heavy-duty truck, the N-184. 


Europeans and Others 

Although Ford, General Motors and 
Willys provide the lead in all categories 
of the Brazilian program with the ex- 
ception of passenger cars, strong 
competition in truck, jeep and utility 
vehicle manufacturing comes from two 
German firms. 


Mercedes-Benz did not begin pro- 
duction of a heavy-duty truck until 
1958 but by the first quarter of 1959 
their production rate exceeded that of 
General Motors and Ford. The com- 
pany is active in the assembly of buses 
and has plans to produce a passenger 
car. The Mercedes-Benz investment 
is estimated to exceed $20 million. 


Volkswagen, in November 1959, 
completed construction of a new plant 
for the manufacture of utility vehicles, 
Microbuses, and passenger cars. The 
company had an approved plan to pro- 
duce 15,000 cars by 1960. Its original 
investment plans, exclusive of Bra- 
zilian currency expenditures, were 
scheduled to exceed $15 million. 


Other European manufacturers are 
primarily engaged in the passenger car 
or utility vehicle programs. These in- 
clude the Brazilian licensee of DKW 
(Vemag), Simca and Borgward. The 
last recently announced the introduc- 
tion of a luxury-model passenger car. 
Investments planned by these three 
firms are considerably less than those 


of the big German and U.S. makers: 
from Vemag’s $3 million to Simca’s 
$10 million. 


The Japanese industry, represented 
by Toyota, operates under an approved 
program for the manufacture of a land 
cruiser, a vehicle similar in design and 
function to the jeep. The Toyota pro- 
gram called for a production of 4,500 
vehicles in 1960 and an investment of 
$1.6 million. Although company pro- 
duction was scheduled to begin in 1957, 
it did not get under way for two years. 

A combination of factors has pre- 
vented the U.S. firms from playing a 
major role in the passenger car plan. 
Recognizing that emphasis was first 
given to trucks and utility vehicles 
and recognizing the delay which re- 
sulted from the Willys-Chrysler ar- 
rangement, it is nevertheless probable 
that the standard U.S. passenger ve- 
hicle is still too costly to manufacture 
for the Brazilian market. By the end 
of 1958 the first passenger car produc- 
tion recorded in Brazil was the 2,000 
units of the Vemag DKW. 


THE AUTO PARTS INDUSTRY 


It has been pointed out that an as- 
sembly industry existed prior to the 
announcement of the national plan. 
An auto parts industry also existed 
prior to that time although manufac- 
turers in the parts industry received 
considerable encouragement and their 
growth has equalled if not exceeded 
growth in the vehicle manufacturing 
sector. In 1948 twenty firms were 
manufacturing auto parts and com- 
ponents. By 1953 the total number of 
firms in the industry rose to 300 and 
in 1959 the total reached 1,200. These 
firms employed more than 90,000 per- 
sons and engaged in the manufacture 
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of parts and components under 102 
separately approved plans authorized 
by GEIA. In the parts industry the 
activity of U. S. firms is also sig- 
nificant. A partial list includes the 
Clark Equipment Company, Eaton 
Manufacturing Company, Firestone, 
Goodyear, General Tire, Goodrich, the 
Bendix Corporation, Bundy Tubing, 
Champion Spark Plug, Thompson 
Manufacturing Company, Timken, 
Rockwell Standard, and Westinghouse. 

The 102 projects originally approved 
by GEIA for parts manufacturing 
called for an additional total invest- 
ment of almost $130 million by the end 
of 1960. It is further estimated that 
by this same date the 150 important 
parts manufacturers represented an 
investment of $400 million. The con- 
tinuing attention given this sector 
of the industry has not been misplaced. 
It was the development of the parts 
and components manufacturers which 
spelled the difference between an as- 
sembly industry and a true manufac- 
turing auto industry. Despite growth 
in this sector foreign exchange ex- 
penditures are expected to average 
$70 million for the importation of 
parts and accessories in the period 
1957 through 1963. 


THE INDUSTRY’S FUTURE 


The successful completion of the 
first phase of GEIA’s program does 
not guarantee that the industry will 
have an easy time in the future. A 
recurring question is the ability of the 
Brazilian economy to absorb the out- 
put of the automotive industry. A key 
factor is the lack of credit, both com- 
mercial and consumer, which continues 
in short supply despite the efforts of 
GEIA to devise remedies. Banking 
officials are doing little. They main- 
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tain that their hands are tied because 
the Brazilian banking setup does not 
provide central direction for the crea- 
tion of consumer credit facilities. 
The Credit Problem 

GEIA has attempted to promote the 
establishment of consumer credit agen- 
cies, but success is minimal. Dr. Sid- 
ney Latini, Secretary-General of 
GEIA, stated that there is no lack of 
purchasing power in Brazil and he was 
quoted as saying that Brazil is in that 
stage of industrialization in which the 
capital market for medium- and long- 
term credit is just now getting under 
way. Nevertheless the stimulus to 
save and generate funds available for 
medium-term credit has been frus- 
trated by the inflationary condition in 
that country. The automobile industry 
until now has been financing its sales 
largely with its own resources. Dr. 
Latini estimated that approximately 
$150 million per year would be needed 
in order to finance the sale of vehicles, 
assuming an 18-24 month loan period 
with a down payment of 30 percent. 
The austerity measures initiated by 
the Quadros administration, and the 
present political uncertainty, do not 
lessen the problem. Industry repre- 
sentatives do not expect an easing of 
the credit problem within the foresee- 
able future. 


The Price Problem 

A second problem plaguing the in- 
dustry is the matter of prices. Vehicle 
prices for items manufactured in Bra- 
zil are approximately twice as high 
as U. S. prices for comparable items. 
This problem was underscored ap- 
proximately a year ago when efforts 
to export vehicles from Brazil were 
under way. In one instance, Volks- 
wagen planned to ship 300 trucks to 
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the United States, to be competitive in 
the U. S. market with a price tag of 
$1,290 compared to its Brazilian price 
of $2,850. The deal was called off be- 
cause of adverse reaction in the press 
although the company stated that it 
stood to gain much-needed dollars. 
GEIA officials do not regard the ques- 
tion of prices as insoluble once the so- 
called incipient period of manufactur- 
ing is over. They consider that erratic 
actions on the part of the Brazilian 
government have caused artificial fluc- 
tuations in the price of basic materials 
needed in the industry. As these con- 
tribute to unusually high prices for 
the final product it is conceived that 
the difficulties can be eliminated by 
administrative action. In another in- 
stance Willys tried to export jeeps to 
Peru but learned that costs increased 
by 20 percent between the time that 
the vehicle left the plant and the time 
that it was placed on board ship. 
Again, government action put an end 
to this experiment when it specified 
that any such exchange had to be for 
hard currency whereas Willys was at- 
tempting to barter. 

About one-third of the cost of the 
final product goes to the government 
in the form of taxes. Materials and 
components are judged to be approxi- 
mately 20 percent more expensive in 
Brazil than in the United States. Re- 
sponsible for the problem of high ma- 
terial prices is the continuing need to 
import such basic materials as steel, 
rubber and nonferrous metals. Despite 
governmental actions to increase do- 
mestic capacity for such commodities, 
supplies continue to be short. Even 
though steel capacity is being ex- 
panded and new plans for the manu- 
facture of synthetic rubber are under 


way, it is predicted that the growing 
demand of the auto industry and other 
industrial sectors will outstrip even 
the expanded production facilities for 
the basic materials once they become 
available. 


The Production Problem 


There is yet another factor con- 
tributing to high prices which ap- 
parently will be more difficult to solve 
than the matter of material costs or 
taxes. This is low production volume. 
GEIA has been criticized for approv- 
ing too many programs requiring sep- 
arate and duplicate facilities for the 
manufacture of essentially the same 
product. For example, in 1958 seven 
manufacturers were operating under 
approved programs for the manufac- 
ture of heavy trucks. Four manufac- 
turers had government-approved pro- 
grams for the production of jeep-type 
vehicles. Nine manufacturers had 
approval for the manufacture of pas- 
senger vehicles. That there are dis- 
economies associated with the low 
utilization of existing facilities is not 
questioned. Industry volume for both 
proposed and actual production for the 
period 1957 through 1960 is shown in 
Tables II and III. GEIA originally 
announced the objective of producing 
slightly more than 500,000 vehicles 
during the four-year period, but actual 
production only reached 60 percent of 
that figure. There is some confusion 
about industry performance during 
this time period since the government, 
independently of GEIA, fixed targets 
for the auto industry at 110,000 units 
for 1959 and 170,000 units for 1960. 
These goals were announced as part 
of the national economic development 
plan to cover the period 1957 through 
1961. Industry outputs even compared 
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TABLE I 
NATIONALIZATION INDICES* FOR THE BRAZILIAN AUTOMOTIVE INDUSTRY 
1957—1960 
Date Trucks Jeeps Utility/Light Trucks Passenger Cars 
BO ODT. ivaicvewsiswiees 40% 60% 50% 50% 
PUY; BOOG. scawtacnaves’s 65 65 65 
US oS a a ae 75 75 85 
SMI ROGO co ccnduiacan so 90 90 95 


* Percentages by weight of completed vehicle. 


Source: Compiled from Executive Decrees Nos. 39.569, 39.676-A, 89.568 and 41.018, published by the Brazilian 


government. 


with the more conservative figures 
were short by approximately 20 and 
80 percent for those two years. The 
difficulty to achieve even the lesser 
targets, with the implication of under- 
utilization of facilities, would lead to 
the conclusion that quite realistically 
the Brazilian industry is not yet in a 
position to compete internationally and 
so achieve the market expansion and 
foreign exchange earnings cited earlier 
as the post-1961 objectives of the 
Brazilian government. 


APPRAISAL 


There is little doubt that the Bra- 
zilian industry has achieved the ca- 
pacity which was specified by GEIA 
for the first three-year phase of the 
program. There are, however, certain 
built-in rigidities as a result of the 
national plan which are now being felt. 
For example, even though GEIA has 
not effectively placed output ceilings 
for any manufacturer, under the au- 
thority granted GEIA by the original 
decree, there still exist limitations on 
foreign exchange required to purchase 
the remaining 2 or 3 percent of the 
non-nationally manufactured items. By 
restricting the exchange quotas or by 
setting limitations on the number of 
items which can be imported, GEIA 


does nevertheless operate to effec- 
tively limit the production of certain 
manufacturers. With the termination 
of relief from import duties and other 
taxes at the beginning of the current 
year it now becomes difficult for manu- 
facturers to bring in additional equip- 
ment which might be used to improve 
operations or to introduce new models. 
In this way there is curiously lacking 
in the Brazilian industry the competi- 
tive climate of the U. S. or European 
industries. 


Yet from the Brazilian point of view 
the first phase of the operation of the 
national automotive plan must be 
termed a significant success. Foreign 
exchange has been diverted from ex- 
penditure for imported vehicles to the 
importation of capital equipment, a 
move which has important long-term 
benefits for the economic development 
of the country. Where there have 
been errors on the part of the automo- 
tive planners it is not inaccurate to 
suggest that these errors stem from 
optimism and perhaps inexperience in 
the operation of a project of this type. 
Some private industry spokesmen feel 
that the nationalization indices pro- 
posed and carried out by the Brazilian 
government were unrealistic and have 
cited this as a principal cause for the 
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TABLE II 


PROPOSED BRAZILIAN AUTOMOTIVE PRODUCTION 


1957—1960 
Year Trucks Jeeps, Light Truck & Utility Passenger Cars Totals 
BOE (adhe ures bee ave 20,500 16,750 750 38,000 
PE aa acesveetaverccore se 35,130 24,200 21,800 91,130 
105 Saar ecaeac ere era ae 58,158 50,656 61,050 169,886 
BOE cceicccoweenwe 83,380 61,070 87,800 232,250 


Source: Brazilian Bulletin, Brazilian Government Trade Bureau, Dec. 15, 1959; Desenvolvimento & Conjuntura, 
Vol, III, No. 5, May, 1959; also Survey of the Brazilian Economy, Brazilian Embassy, 1960. 


TABLE III 
ACTUAL PRODUCTION OF THE BRAZILIAN AUTOMOTIVE INDUSTRY 
1957—1960; ESTIMATED PRODUCTION 1961 





Year Trucks Jeeps, Light Truck & Utility Passenger Cars Totals 
OE: Bp a elctiaerkeret 18,847 11,853 30,700 
BOIS oisce ae. cuenua ene 80,926 28,014 2,189 61,129 
ODS 6c ecisvesciews 5 85,994 40,977 10,858 87,829 
1.0.6 0 URS Pae pare ar ae nara 38,544 47,924 33,270 119,738 
BOGE eiiiacenewsce 29,500 55,000 45,000 129,500 


* Estimates for 1961 from private industry source. 
Source: Same as Table I. 


inability of U. S. passenger car manu- 
facturers to participate in that part 
of the plan. There is also feeling that 
manufacturers who had substantial in- 
vestments in the auto industry prior 
to 1956 were forced to accede to the 
demands of the Brazilian government 
or to be placed in a position in which 
they could not compete with those in 
sponsored programs. There is little 
reason to doubt that these feelings 
accurately portray the dilemma faced 
by some manufacturers. 

Still for all participants and pri- 
marily those from the United States 
the experience in Brazil must consti- 
tute a somewhat novel and unique 
period of development. These manu- 
facturers find themselves in a truly 
international situation and subject toa 


series of constraints and inducements 
which are firmly structured by the 
government of that country. Like their 
European colleagues they are respond- 
ing well and are apparently banking 
on the determination of the present 
Brazilian administration to encourage 
continued development by private en- 
terprise in Brazil. The original decree 
establishing the national plan specified 
that no further state enterprises would 
be organized and approved for par- 
ticipation in the industry. At the same 
time these firms are counting heavily 
on basic social and economic changes 
which will mean the future establish- 
ment of the mass market for the prod- 
ucts of the automotive industry. 

It must be concluded that on bal- 
ance the national plan in Brazil does 
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provide both an economic compromise 
which satisfies the national aspirations 
of an emerging country and at the 
same time a climate which stimulates 
foreign investment. The idea of an 
executive group to direct the activities 
of an industry is being tried elsewhere 
in Brazil. The idea of the national plan 
has also been expanded in that coun- 
try. Approximately two years ago 
there was announced a program for 
the manufacture of agricultural trac- 
tors, patterned after the automotive 
vehicle plans. This was placed under 
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the jurisdiction of GEIA. In Argen- 
tina a similar plan was undertaken on 
a somewhat smaller scale. 

Economic development in the emerg- 
ing nations will not necessarily follow 
traditional patterns. It may appear 
paradoxical that on the one hand these 
developing nations must encourage di- 
rect foreign investment while on the 
other hand there are expressions of 
the strongest nationalistic sentiment 
opposed to direct private foreign in- 
vestment. The example of the Bra- 
zilian automotive industry would seem 
to chart a middle course. 
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JOHN FAYERWEATHER 


A Principled Approach 


To Overseas Taxation 


The dangerous philosophical implications 


of the present Treasury proposal lo tax 


all income from tax haven transactions 


The Kennedy administration’s initial 
proposals to tax retained earnings of 
foreign subsidiaries of U. S. companies 
were accompanied by much sound and 
fury at the expense of application of 
basic principles of taxation. Fortu- 
nately the House Ways and Means Com- 
mittee, perceiving the economic and 
administrative weaknesses of the hast- 
ily developed Treasury plan, has set 
the whole matter aside and prevailed 
upon the Treasury to present a modified 
proposal. Thus we now have before us 
a substantially less radical plan and 
time in which to consider it soberly 
before Congress takes it up in the 
spring of 1962. 

At the root of this matter is the 
widespread practice of financing over- 
seas investments from retained earn- 
ings channeled through so-called tax 
haven countries. The initial postwar 
surge of foreign investment by U. S. 
companies was largely dependent upon 


capital exported from the United 
States. However, as earnings from 
overseas operations began building up, 
managements quickly perceived that it 
was uneconomical to repatriate them 
to the United States as dividends and 
then send forth further capital for 
new investments. The dividends would 
not be subject to the full 52 percent 
corporate tax because our government 
allows a credit for foreign income taxes 
paid. But, since taxes in most countries 
are lower than ours, there was almost 
always some benefit if the earnings 
were kept out of the United States. 

In its simplest form, this practice 
merely involves the use of earnings in 
one country to expand operations in 
that country. Most interest, however, 
has centered around the shifting of 
profits from country to country 
through “base companies” in “tax 
haven” countries. The essential charac- 
teristic of a tax haven country is that 
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its taxes on earnings from outside the 
country (dividends, licensing fees, etc.) 
are negligible. Thus a base company 
can receive earnings from operations 
in one country and dispense them to 
another country with little tax loss. 

There is nothing new about the tax 
haven concept. A few companies were 
using them before World War II. How- 
ever, with the great expansion of U.S. 
international business and the high 
level of U. S. taxes, they have mush- 
roomed tremendously in the past dec- 
ade. One current report lists close to 
500 U. S. corporations now established 
in Switzerland!, many of them newly 
arrived in the past two years, and 
a host of base companies are to be 
found in the other popular tax haven 
countries: Liberia, Liechtenstein, Pan- 
ama and Venezuela. While there are 
unquestionably a few companies which 
skirt the law, for the most part these 
operations are quite legitimate. 

Up to a year or so ago, the general 
principle of U. 8S. companies expanding 
through retained earnings free of U. S. 
taxation was not seriously questioned. 
The main attention was devoted to 
developing a system whereby the same 
result could be accomplished without 
the complications and risks involved 
in tax haven countries. (Until a couple 
of years ago Cuba was one of the pop- 
ular tax havens!) An idea evolved of 
creating a U. S. chartered “foreign 
business corporation” which could re- 
ceive foreign earnings free of taxes 
until it paid them out as dividends to 
its parent corporation. This idea was 
strongly advocated in a Harvard Law 
School research study? (which inter- 
estingly was directed by Stanley S. 
Surrey, currently Assistant Secretary 
of the Treasury) and has been con- 
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sidered in Congress for some time as 
H.R. 5 (sponsored by Representative 
Hale Boggs), which had a degree of 
support from the Eisenhower admin- 
istration. 


While President Kennedy’s February 
6, 1961 message to Congress dealing 
with the balance of payments situation 
called for correction of “abuses” of 
tax havens, the specific proposals in 
his April 20 tax message went much 
further. The most important provi- 
sions were that all retained earnings 
of U. S. subsidiaries in “developed” 
countries and retained earnings from 
“tax haven operations” in other coun- 
tries were to be subject to U. S. taxes. 
In his subsequent testimony Secretary 
of the Treasury Dillon argued for these 
changes chiefly as a source of new 
tax income to compensate partially for 
the losses under the proposed domestic 
investment incentive scheme and as a 
way to reduce the U. S. balance of 
payments deficit through increased re- 
mittance of earnings to the United 
States to pay taxes, and through dis- 
couragement of capital exports for new 
investments. The depressed level of 
the U.S. economy was also apparent as 
a political factor in the proposal. The 
theory that rapidly growing U. S. 
foreign investments were “exporting 
jobs” by replacing U. S. exports had 
gained considerable currency and was 
used as a strong argument in a Con- 
gressional speech by Senator Gore on 
January 9, 1961, in which he made tax 
proposals quite similar to those subse- 
quently adopted by the administration. 

In the hearings before the House 
Ways and Means Committee in the 
first week of June, the industry repre- 
sentatives presented a strong, if rather 
hastily prepared, case against the 
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proposals. Their arguments rested 
mainly upon the net balance of pay- 
ments advantage to the United States 
from the inflow of earnings which 
exceeds the outflow of capital and the 
importance of giving our business 
sufficient freedom to be able to compete 
effectively abroad. The chief support 
for the government position came from 
labor spokesmen who argued against 
rapid increases in overseas investments 
along the “exporting jobs” line. The 
Committee was highly critical in its 
questioning of the administration and 
took note of the administrative com- 
plexities of the proposals such as how 
the distinction between “developed” 
and “underdeveloped” countries was 
to be made. It soon became clear that 
the Treasury was largely concerned in 
any case with tax havens. Thus the 
Committee suggested that it drop the 
developed countries part of its plan and 
draft a proposal on tax havens which 
could be analyzed thoroughly and de- 
bated widely before the next session. 

On July 28, 1961, the Treasury re- 
leased its new draft bill under which 
all income from “tax haven transac- 
tions” of U. S. overseas subsidiaries 
would be subject to U. S. taxes. All 
of the significant types of income 
earned by base companies are included: 
profits from purchase and resale of 
exports to other countries, commis- 
sions as an agent for such transactions, 
licensing and servicing fees, dividends 
from subsidiaries in other countries 
and insurance fees. There are various 
technical aspects concerning degree of 
ownership, etc. designed to focus the 
impact in the desired direction. The 
result for practical purposes would be 
to tax the earnings of base corporations 
as though they were domestic U. S. 


corporations with allowance of a credit 
fer such foreign taxes as have been 
paid. 


FISCAL AND ECONOMIC 
CONSIDERATIONS 


I have discussed the fiscal and eco- 
nomic aspects of this subject at length 
in another article? and adequate treat- 
ment of the principals of taxation will 
not permit thorough discussion of those 
aspects here. To summarize, however, 
I believe that the following points have 
been established: 

1. The potential increase in tax 
income is too small to justify any 
change which would have otherwise 
undesirable effects. The gain from the 
initial proposal was estimated at $250 
million or about 0.25 percent of the 
total budget, a useful but not major 
addition. 

2. The overall balance of payments 
gain initially estimated by the Treasury 
at $525 million was of real significance 
when compared with the 1960 deficit 
of $3.5 billion. However, analysis of 
the results of a survey by The Inter- 
national Executive of 56 companies 
accounting for 40 percent of overseas 
manufacturing investment? along with 
other data indicated that the actual 
short-term gain would be considerably 
less. Earnings would be repatriated to 
pay only about two-thirds of the addi- 
tional taxes (the balance being paid 
from domestic funds), the removal of 
the tax deferral would result in volun- 
tary repatriation of additional funds 
by only 18 percent of the companies 
surveyed and, while companies said 
that the new taxes would deter new 
investment, there were indications that 
the reduction would be small. 
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8. The long-run balance of pay- 
ments effect would be adverse. His- 
torically investments result in a net 
inflow of dollars. For example, from 
1950 to 1960 the outflow of new capital 
of $12.2 billion was far surpassed by 
the return flow of $21.3 billion of divi- 
dends—and this was a period of rela- 
tively large capital outflow and sub- 
stantial overseas retained earnings 
(about 50 percent of total earnings). 
Furthermore subsidiaries make large 
purchases from the United States ac- 
counting for some $2 billion of our 
exports (about 10 percent of the total). 

4. Because most overseas manufac- 
turing is undertaken only when exports 
are impossible either because of import 
restrictions or lower cost competition 
from other foreign sources, reducing 
investments will not help our exports. 
On the contrary it will result in com- 
plete loss of markets to foreign com- 
petitors whereas through investment 
we retain as indicated above some 
portion of our exports. 

On balance then, the Treasury pro- 
posals seem to offer some, though not 
major, immediate gains for government 
revenue and the balance of payments 
with perhaps some overall reduction 
in foreign investment which is unde- 
sirable both for business and the 
balance of payments in the long run. 
But I feel that these economic and 
fiscal arguments have been over- 
stressed in the discussions. The Treas- 
ury proposals raise some very trouble- 
some questions of principle which in 
the absence of very compelling fiscal 
or economic problems should receive 
prior consideration. 


THE PRINCIPLES AT STAKE 
As a basis for judging the merits of 
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this proposal we must start from 
fundamental principles of taxation 
upon which wide agreement is possible. 
Four such principles are involved: 

e That taxes should be levied with 
maximum fairness to assure equal 
competitive status for taxpayers. 

e That the corporate entity is re- 
spected and a_ stockholder is not 
required to pay taxes on the earnings 
of a corporation until he realizes them 
through dividends or some other means. 


e That a government does not have 
the right to tax outside its own sov- 
ereignty. 

e That profits should be taxed by 
the government within whose juris- 
diction they are earned. 


The knowledgeable reader will im- 
mediately note that there are various 
deviations from all of these principles 
in our current tax structure. Still, 
each represents an ideal to which we 
try to adhere and which most people 
would agree is in our best interests. 
Thus they provide a reasonable basis 
against which to measure the proposals 
to tax the earnings of base companies. 


Fair and Equal Treatment 


The Treasury proposal would treat 
all U. S. companies equally but it would 
substantially alter the present com- 
petitive status of U. S. business in 
relation to companies of other nations. 
As matters now stand a U.S. company, 
once it leaves our shores, can function 
on essentially an equal tax status with 
German, British, and other companies. 
The major international companies of 
these countries are quite aware of the 
tax haven concept and have set up 
their operations accordingly. There are 
for example a number of German base 
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companies in Switzerland. Thus a 
fundamental] element in the competitive 
position of any international operation 
today is the ability to expand facilities 
with earnings which have not been 
reduced by the full amount of domestic 
tax rates. 

If now U. S. companies are to be 
subject to full U. S. tax rates, they 
will be placed at a distinct competitive 
disadvantage. Consider, for example, 
the relative status of a German com- 
pany and a U. S. company, each de- 
riving profits from a Belgian operation 
which it wishes to reinvest in a new 
Mexican plant. The comparison is a 
good one because the German domestic 
tax on retained earnings is 51 percent, 
quite comparable with our 52 percent. 
As matters stand each can set up a 
base company in, let us say Switzer- 
land, and receive the earnings from 
Belgium with a loss only of the 28.5 
percent Belgian income tax and a small 
Swiss tax. For every $100 earned in 
Belgium, therefore, $71.50 is available 
for investment in Mexico. 

Under the Treasury proposal, how- 
ever, the U. S. base company in Switz- 
erland would pay the U. S. tax of 52 
percent less the credit for the Belgian 
taxes paid. (Actually since the benefit 
of the tax haven would be removed 
the company would be more likely to 
eliminate that step and receive the 
dividends in the United States but the 
tax and competitive impact is the same 
in either case.) Thus only $59.80 would 
be available for reinvestment in Mexico 
for every $100 of Belgian earnings. 
(The actual total tax loss is less than 
52 percent because of the so-called 
grossing-up system under which the 
foreign tax is taken both as an initial 
cost and as acredit. The Treasury has 


proposed removal of grossing-up. If 
approved, the proposal would result 
in an effective tax of 52 percent on 
overseas earnings upon remission.) 
The impact of the change can be figured 
in various ways: the U. S. company 
requiring greater capital to achieve 
the same results, the Germans with 
more capital proportionately available 
and thus in a position to expand more 
quickly, etc. The significant point, 
however, is that U. S. companies will 
be placed at a measurable competitive 
disadvantage. This in itself is counter 
to our principles. It is particularly 
questionable, however, at a moment 
when U. S. business seems to be losing 
ground in the international market 
place in competition with resurgent 
European and Japanese businesses. 


The Corporate Identity 


Respect for the corporate individual 
is one of the most fundamental aspects 
of our business system. In legal, tax- 
ation, and other matters the corpora- 
tion is distinct from its stockholders. 
They have no obligation to pay taxes 
on the earnings of the corporation. 
Most U. S. corporations which own the 
stock of domestic subsidiaries do in 
fact pay taxes upon the retained earn- 
ings of their subsidiaries through the 
medium of consolidated accounts. It 
is important, however, to note that 
they do so of their own volition because 
as a practical matter the subsidiary 
would also be subject to U. S. taxes 
and there are certain advantages in 
consolidating accounts for tax pur- 
poses. The mere fact U. S. companies 
commonly pay taxes on their subsidi- 
aries’ earnings does not therefore vio- 
late in any way the principle of cor- 
porate identity. 
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The Treasury proposal to tax the 
retained earnings of overseas tax 
haven corporations is sharply at vari- 
ance with this principle. It would 
override the identity of the tax haven 
corporation, in effect requiring the 
parent to consolidate its accounts. The 
apparent reasoning behind this viola- 
tion is that the corporate identity in 
such cases is largely a fiction, that 
for practical purposes all units of a 
large international operation are inte- 
grated. It is hard to argue such a 
proposition because it assumes some- 
thing of the “a little sin is all right” 
discussion. As I see it, either we 
respect the corporate identity or we 
start down a long road of debatable 
decisions as to when it should and 
when it should not be respected. This 
latter course, I suggest, will be destruc- 
tive of the underlying sense of con- 
fidence which is essential for the 
creative and dynamic aspects of the 
free enterprise system. Thus I don’t 
believe that it is pertinent to argue to 
what extent a tax haven corporation 
is really an independent entity. So 
long as it is properly incorporated, its 
identity should be respected as such 
and it is not legitimate to tax it through 
the control of the parent corporation. 


National Sovereignty 


If the identity of a tax haven cor- 
poration is respected, then the only 
way the U. S. government can tax its 
earnings is by asserting that it has 
jurisdiction over it. This raises im- 
portant questions of national sover- 
eignty. The United States does tax 
foreign corporations on their earnings 
in the United States just as foreign 
governments tax the earnings of 
branches of U. S. corporations operat- 
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ing within their borders. No one 
questions this as it conforms to the 
principle of taxing in the place where 
income is earned, which will be dis- 
cussed below. The fact that a business 
is incorporated in another country does 
not mean that all of its activities fall 
solely in the jurisdiction of that coun- 
try and no question of national sover- 
eignty is raised. 

A somewhat more questionable point 
arises in the current U. S. practice of 
taxing the earnings of overseas 
branches of U. 8S. companies as a part 
of the consolidated company income. 
While it might be argued that this is 
not legitimate, the position would be 
relatively weak because, under present 
laws, a company could readily incor- 
porate overseas and thus escape U. S. 
taxes. Except for small sales offices, 
the majority of branch operations are 
in fact maintained as such deliberately 
to obtain certain U. S. tax advantages. 
For example, mining companies can 
obtain depletion allowances for consoli- 
dated branch operations but not for 
dividends from overseas subsidiaries. 
From the government point of view 
separating the operations of the 
branches from the rest of the company 
for tax purposes would clearly present 
considerable complications as compared 
to the natural division between the 
operations of parent and subsidiary 
corporations. Thus, so long as the 
option to set up an overseas corporation 
insulated from U. S. taxes exists, the 
possible infringement of sovereignty 
involved in taxing foreign branches is 
not troublesome. 


The Treasury proposals, however, are 
the first step in removing exactly that 
option and in their nature they clearly 
overstep the legitimate boundaries of 
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sovereignty. They claim that the U. 8. 
government has a right to tax the 
earnings of, say, a Swiss corporation 
from licenses granted to a German 
firm. This right is claimed on the 
basis that the Swiss firm is controlled 
by a U. S. corporation and that the 
licenses originated with the parent. 
The latter point raises questions of 
fair payment but that is a distinct 
question which is not at issue here and 
will be dealt with below. The Treasury 
does not seek to tax a portion of the 
earnings of the Swiss company. It 
claims a right to tax all of its earnings 
from tax haven transactions. Thus 
the issue revolves around whether the 
intimate relation of the subsidiary to 
the parent somehow gives the U. S. 
government a jurisdiction which trans- 
cends the normal limits of sovereignty. 

There is no apparent justification for 
such action. The situation in the ap- 
plication of the antitrust laws provides 
the closest parallels. The U.S. govern- 
ment has named foreign subsidiaries 
and independent foreign firms as de- 
fendants in a number of cases. In 
each instance, however, it has had to 
defend extensively its right to do so 
on the basis that the foreign firms 
were parties to restrictions of U. 5S. 
commerce. And, even at that, its rights 
have been seriously questioned abroad. 
For example a British court recently 
enjoined the enforcement of an anti- 
trust decree in that country. The 
justifications for extraterritorial taxa- 
tion of tax haven companies, increased 
income for U.S. government and aiding 
the balance of payments problem, seem 
relatively far weaker than those for 
extension of the antitrust laws to pro- 
tect competition in foreign commerce. 
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Accordingly I think that both U. S. 
business and foreign governments have 
a strong case in claiming this is an 
unjustified invasion of foreign sover- 
eignties. 

Quite aside from the question of 
principle, there are also some practical 
problems of tax administration which 
the Treasury does not seem to have 
considered. Equitable tax administra- 
tion necessitates the ability to examine 
and, if necessary, subpoena corporate 
records. There are always a few who 
would evade taxes and the system, to 
be fair, must provide for enforcement 
of the tax regulations. Taxation of tax 
haven companies would therefore re- 
quire the cooperation of foreign govern- 
ments and this may be very difficult 
to obtain. Referring again to the 
antitrust situation, foreign govern- 
ments have been notably uncooperative 
in attempts to obtain records. For 
example, faced with such a request in 
1950, the Ontario legislature passed a 
bill prohibiting compliance with foreign 
court orders involving the production 
of business records.* The difficulties 
might be expected to be especially 
great in Switzerland, the country with 
perhaps the largest number of base 
companies. The Swiss are noted for 
their hard-nosed adherence to princi- 
ples of sovereignty, justice and privacy 
of business affairs, the latter charac- 
terized by their famous banking 
secrecy laws under which banks may 
disclose information about depositors 
only in serious criminal cases. It can, 
I think, be predicted with considerable 
certainty that attempts by U. S. reve- 
nue agents to obtain Swiss government 
aid in obtaining access to base company 
books will fall on deaf ears. 
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Origin of Earnings 


Application of the first three prin- 
ciples establishes a very firm case 
against blanket taxation of all tax 
haven transactions of foreign base 
corporations. Consideration of the 
fourth principle, however, opens the 
door to some refining of present tax 
regulations, and perhaps new legisla- 
tion. As indicated above, we already 
apply this principle in the taxation of 
that portion of the income of foreign 
corporations which is earned in the 
United States. It is also the accepted 
basis of division of taxation among 
states, each state taxing a corporation 
according to its earnings within its 
jurisdiction. 

In a thoughtful editorial in The Tax 
Executive, Leonard E. Kust of West- 
inghouse Electric Corporation has sug- 
gested a major realignment of inter- 
national taxation with this principle as 
the keystone.’ His thesis is essentially 
that business activities within each 
nation should be taxed there only, thus 
eliminating all problems of double 
taxation and the need for tax credits. 
A U.S. company operating in Belgium 
would pay only local taxes on its earn- 
ings in Belgium and no U.S. tax on divi- 
dends remitted here. This would place 
it on a fully equal basis with local 
Belgian business. Asa matter of prin- 
ciple this proposal seems eminently 
sound. Unfortunately the tax loss in- 
volved for the U. S. government would 
probably be too great for it to receive 
serious consideration, at least at this 
time. 

But this line of reasoning does 
provide a sound ideal toward which 
we should work in considering any 
specific problem such as the present 
Treasury proposals. In his testimony 





Autumn 


Secretary Dillon cited the allocation of 
profits among subsidiaries as a major 
factor in support of the administration 
proposals. The specific example he 
described, however, indicated that the 
Treasury thinking was directed more 
at maximizing tax income than estab- 
lishing a system based on sound 
principles. The example was that of 
a German subsidiary whose accounts 
were so adjusted that half of its profits 
were reported in its own operations 
and the other half siphoned off into a 
Swiss base company by high charges 
for exported components and other de- 
vices. The primary tax loss in this 
case is actually to the German govern- 
ment, and, to the extent that the excess 
earnings eventually reach the U. S. 
from the tax haven company, the U.S. 
government will gain tax income which 
it could not have expected if the Ger- 
mans had strictly enforced their tax 
regulations. It is well known that tax 
haven operations do benefit from such 
practices and the German and other 
governments involved are apparently 
quite aware of what is happening. They 
have their own reasons for managing 
their tax affairs as they do. The benefit 
to the tax haven company exists but, 
since it was money earned in Germany, 
the U. S. government has no more 
right to tax it than it would if it had 
been kept in Germany. 

Following this example, Secretary 
Dillon spoke in general terms of similar 
practices in which U. 8S. companies 
attribute a “disproportionate share of 
profits to the trading, licensing and 
servicing companies established in tax 
haven countries—a practice that is ex- 
tremely difficult if not impossible for 
the Internal Revenue Service to police 
effectively.” Here we come to the point 
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where the Treasury position rests upon 
a solid foundation. Certainly the U. S. 
government has a right to tax all 
earnings which are properly attribut- 
able to domestic sources. For example, 
if a patent is developed through in- 
vestment of research effort in domestic 
laboratories and then assigned to a 
tax haven company, the licensing fees 
from the patent can correctly be 
claimed to be earnings derived from 
the domestic research. Likewise, when 
products are exported, the domestic 
manufacturing operations should re- 
ceive a fair profit. If they are sold at 
cost to a tax haven company, some 
portion of the earnings when they are 
resold is properly taxable as U. S. 
earnings. 


DIFFICULTY IN POLICING 


But the problem in this instance is 
not in the lack of taxation authority 
but rather, as Secretary Dillon says, 
in difficulty of policing. Our existing 
legislation already gives the govern- 
ment the right to tax all earnings 
properly assignable to domestic opera- 
tions and the authority to examine 
books, reallocate costs, etc. as needed 
to accomplish this end. This type of 
policing is not unique to the tax haven 
situation. It has been necessary for 
many years in supervising the Western 
Hemisphere corporations, to be sure 
that an excess of export sales income 
is not attributed to them to obtain the 
14 percent tax advantage, and alloca- 
tion problems appear in other non- 
international tax situations. 

The tax haven transactions do, 
however, pose a difficult policing prob- 
lem because of their complexity, their 
rapid growth and their location. It 
takes little imagination to visualize 
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the problems of the Revenue Service 
working on a limited budget in try- 
ing to trace the involved licensing, 
service and sales transactions of hun- 
dreds of base companies located in 
countries spotted all over the globe. 
Thus, one must view with sympathy 
the current effort to solve the problem 
with one sweeping action by making 
all base company earnings subject to 
U. S. taxation. 


TAXABLE INCOME 


Viewed critically, however, this solu- 
tion seems scarcely appropriate and 
might not in fact even solve the prob- 
lem. The proposition is that all income 
of tax haven companies shall be taxed. 
Yet we can distinguish three types of 
income in these operations of which 
only one is properly taxable. 

First, there is income from activities 
which, while they fit the Treasury 
definitions of “tax haven transactions” 
are legitimate commercial operations 
and thus properly earned within the 
country where the company is located. 
For example, the first category. in the 
Treasury draft is “income from the 
purchase of goods from a related entity 
and the sale of such goods for use 
outside the country.” This is clearly 
directed at those situations where 
goods are exported at nominal profit 
and then resold for a good profit by 
the base company. But in fact, the 
provision also taxes the legitimate 
profits of a company which for sound 
commercial reasons maintains a central 
sales office in Switzerland and is en- 
titled to earn a reasonable profit on the 
investment which it requires. The 
same is true of service, licensing super- 
vision and insurance operations. 
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Second, there is income derived from 
the reallocation of profits among for- 
eign units such as the German case 
cited earlier. Whether or not this is 
justified income for the base company 
by our standards, it can not be claimed 
that it is properly attributable to the 
domestic company. 

Third, there is the income which is 
actually assignable to a U. S. origin. 

To tax all three types of income, 
simply to capture the latter, can not be 
justified on the basis of principle. We 
have therefore to consider whether it 
is the only practical way of avoiding 
a significant tax loss. The answer 
would appear to be “no” because even 
this new power will not go far to solve 
the problem. The problem, of course, 
lies in the main with companies who 
are willing to skirt the law and will 
hire smart lawyers to help them. The 
Treasury proposals are more of a chal- 
lenge than a deterrent to the latter. 
Their fertile minds are already con- 
triving ways to get around the Treas- 
ury proposals and they are likely to 
be quite successful. The fundamental 
weakness of the Treasury’s plan is that 
it is a lonely arm reaching out in a 
wide world with a rigid aim as dis- 
tinguished from taxation within the 
United States which comprehensively 
covers all avenues of possible tax eva- 
sion. The Treasury will find it has 
taken on as difficult a task as Hercules’ 
struggle with the Hydra because for 
every avenue of evasion it cuts off, two 
new ones will spring up in some other 
part of the world. 

Furthermore, as I have indicated 
above, enforcement against the evasive 
tax delinquent must rest upon the co- 
operation of the legal authorities of 
the tax haven countries and this may 
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be very difficult to obtain. One can 
readily visualize the unscrupulous hid- 
ing behind the proud adherence of the 
Swiss to strict principles of sovereign- 
ty and personal privacy. And this pos- 
sibility is greatly enhanced if we are 
attempting to tax income which is 
properly of Swiss origin along with 
that which is attributable to the 
United States. 


ADMINISTRATIVE PROBLEM 


The Treasury proposals therefore 
seem an unsound and not too promising 
solution. But the problem is real, and 
some action is called for. It seems to 
me that the point to stress in the 
problem is the administrative one 
which involves business in other coun- 
tries and which can only be resolved 
with the cooperation of administrative 
and legal authorities in those countries. 
This cooperation can be expected only 
if the objectives and actions of our 
Revenue Service are acceptable by 
their standards. It is possible for the 
government agents of one country to 
work effectively within another. For 
example, the customs agents of this 
country regularly examine company 
books in other countries and vice versa 
to check valuations. As all countries 
agree that determining proper valua- 
tions is legitimate activity, this prac- 
tice is accepted. 

By the same token, if we stick to 
sound principles of taxation we have a 
reasonable chance of obtaining coopera- 
tion abroad. Specifically, we must rest 
our case on the one point on which we 
have a legitimate claim—the right to 
tax earnings which properly are attrib- 
utable to U. S. operations—and avoid 
the two areas where the Treasury pro- 
posals violate sound principles and will 
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be offensive to foreign governments: 
overriding the corporate identity and 
invading national sovereignty. 


Need For Legislation 


Theoretically, no new legislation 
would be required to pursue this course 
of action. However, the difficulties the 
Treasury has encountered and the need 
to obtain cooperation abroad make 
some positive action desirable. I would 
suggest therefore that legislation be 
passed which spells out specifically the 
types of income which tax haven cor- 
porations have been earning which are 
properly considered U. S. income. The 
definitions would be along the lines of 
those in the present Treasury proposal 
but would clearly distinguish between 
the income we may rightly tax and 
that which is of true foreign origin. 
The authority of the law would be 
concerned only with the right to re- 
allocate income and costs of the domes- 
tic corporation and not claim any 
right to tax the foreign corporation. 
If it seemed appropriate, the law might 
also specifically direct the Treasury to 
seek the cooperation of foreign govern- 
ments in examining the books of sub- 
sidiaries and to offer reciprocal co- 
operation for governments seeking to 
examine books in this country. Realis- 
tically, it must be accepted that perfect 
cooperation may not be obtained. How- 
ever, if we approach foreign govern- 


ments upon this basis, our position is 
strong, for we are in effect seeking 
cooperation in the enforcement of valid 
and proper domestic laws. 


SUMMATION 


The Treasury has a real problem in 
the loss of revenue through trans- 
actions which divert into tax haven 
companies income properly attrib- 
utable to the U. S. parent corporations. 
But the proposal to tax all income from 
“tax haven transactions” as defined in 
the Treasury draft is a poor solution. 
It transgresses the basic principles of 
equity, corporate identity, and national 
sovereignty. Its undiscriminating def- 
initions would result in taxation of 
portions of the income of tax haven 
companies which are not properly 
attributable to U. S. origins, thus 
violating the principle of taxing accord- 
ing to the source of income. And these 
breaches of principle risk offending 
the authorities of foreign governments 
whose cooperation is essential for tax 
law enforcement beyond our borders. 
A far better solution would be to enact 
a law specifically defining the types of 
income attributable to U. S. origin 
which are by accepted principles sub- 
ject to U. S. tax but have been evaded 
in tax haven operations and actively 
to seek reciprocal cooperation of for- 
eign governments in enforcing the 
regulations. 
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The Emerging Theoretical 


Structure of Accountancy 


New concepts of corporate goals require 


a reappraisal of the accounting function. 


A trend which appears to have con- 

siderable significance to accounting 
has been gaining momentum of late, 
if for little other reason than the in- 
creased recognition of its existence. 
This is the adoption by the manage- 
ments of many of the large public cor- 
porations of multiple and diversified 
goals as business objectives. If this 
trend continues, a new perspective 
concerning the nature of managerial 
performance and its evaluation may 
require further development. The na- 
ture of this trend, with some of its 
implications, has been expressed in the 
following manner: 
What seems to be emerging in practically all 
large business organizations is a diversifica- 
tion of goals, and enlargement beyond the 
strictly economic objectives whose influence 
on management thinking and behavior was so 
strongly marked in the past. 

The new goals are more closely related to 
the requirements of the external society in 


which the corporation operates than they are 
to the internal economic activities. They are 


encouraging a gradual merging of public and 
private interests and values. If this process 
continues, as it seems likely to do, managers 
will work increasingly under criteria of public 
responsibility. Making profits for owners 
will not be judged a sufficient test of the 
adequacy of the corporation’s performance. 
Contributions to general economic growth, to 
advances in productivity, to innovation, to 
community requirements, to stability of em- 
ployment, to enlarged public services, and to 
a variety of similar social objectives will 
grow in importance as criteria of manage- 
ment performance.’ 

The implication of this trend for ac- 
counting may be noted by considering 
briefly the present implicit assumption 
underlying accounting procedures that 
there is a single overall goal of mana- 
gerial activities, profit-maximization. 

Fundamentally, the concept of ef- 
ficient operations is defined in terms 
of an index which indicates the degree 
to which a particular goal has been 
accomplished, whatever the goal might 
be.2 It follows that any index of ef- 
ficiency implies the existence of a 
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particular goal or motivation. Reflect- 
ing this view of the fundamental na- 
ture of efficiency are the following 
statements: 

The realized net income of an enterprise 


measures its effectiveness as an operating 
unit.® 


The central purpose of accounting is to 

make possible the periodic matching of costs 
(efforts) and revenues (accomplishments). 
This concept is the nucleus of accounting 
theory.‘ 
The definition of accomplishments and 
efforts in terms of revenues and 
costs and the acceptance of realized 
net income as the measure of effective- 
ness suggest that accountants assume 
the function of an enterprise is profit 
or income generation and that such is 
the goal of management. In addition, 
the notion is advanced implicitly that 
the more income generated, the great- 
er is management’s effectiveness, and 
the greater is the accomplishment of 
the enterprise. Accounting income is 
thus advanced, and typically accepted 
by the stockholder, as an index of 
managerial effectiveness. The content 
and arrangement of the data in the 
income statement also seem dependent 
upon this economic conception of the 
activities of an enterprise and the in- 
come measurement.5 


New Objectives 


If additional objectives of business 
performance are adopted by the large 
corporations, questions arise such as 
who is to articulate the nature of the 
new objectives, and who is to develop 
criteria for evaluating the success 
with which the new objectives are at- 
tained. With respect to accounting a 
particular problem would be the de- 
velopment of a framework suitable for 
the measurement and communication 


of the activities brought about by the 
adoption of the additional objectives. 
Related to these questions is the un- 
known factor of the extent to which 
the new objectives of managerial per- 
formance will compare in significance 
to the income objective. Conceivably, 
there is no fundamental reason why 
the accounting function should not be 
extended into the area of articulating, 
but not imposing, the additional ob- 
jectives of business activity. Similar- 
ly, there is no reason why the account- 
ant should not aid in the development 
of criteria for evaluating the effective- 
ness with which these objectives are 
attained. Further, there is no reason 
why the verification of the expres- 
sions of managements in such new 
areas of endeavor should not be within 
the province of the audit function of 
the certified public accountant. There 
are, however, certain issues posed by 
the trend toward the adoption of multi- 
goals by management which account- 
ants should examine fully before 
taking action along the lines of the 
implications of the emerging develop- 
ment. 


Divergent Opinions 


The trend toward the adoption of 
multi-goals by management seems de- 
finite and is being increasingly refer- 
red to by various authorities. There 
are, however, divergencies of opinion 
as to the desirability of the develop- 
ment. Some contend it should be 
curbed or modified. Others believe the 
trend should be encouraged. The fol- 
lowing statement reflects the negative 
position: 

It is precisely the tendency to allow and even 


to impel the corporations to use their re- 
sources for specific ends other than those of a 
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long-run maximization of the return on the 
capital placed under their control which tends 
to confer upon them undesirable and socially 
dangerous powers and the fashionable doc- 
trine that their policy should be guided by 
“social considerations” is likely to produce 
most undesirable results.’ 

Similar objections have been expressed 
by others.® The implication of the op- 
position to the development is that 
compromising the profit-maximization 
criterion will be detrimental to so- 
ciety because managements will be 
relieved of a rigid and definable objec- 
tive for evaluating alternative de- 
cision opportunities. On the other 
hand, proponents of the trend imply 
that non-income oriented goals are a 
most practical solution to the dangers 
inherent in the increased powers of 
corporations. Other proponents sug- 
gest that non-income oriented goals 
are a reflection of the values of the in- 
stitutions and groups in which man- 
agers live and work, and that the 
highest level of achievement of cor- 
porate managements may be defined 
in terms of the development and ful- 
fillment of human values at the work 
place.® These divergent opinions rep- 
resent value judgments which have not 
yet been subjected to test. The de- 
termination of the final desirability or 
undesirability of adopting multi-goals, 
therefore, must await more direct evi- 
dence of the effects upon society and 
business of the adoption by manage- 
ments of multi-goals. 


DEFINITION OF GOALS 


Articulation of the nature of the 
emerging multi-goals and the develop- 
ment of criteria for their evaluation 
may be no simple matter. It is tempt- 
ing simply to define additional goals 
to income maximization without recog- 
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nizing any particular need to modify 
the present framework of accounting 
theory to account for the additional 
goals. Such a modification, however, 
would seemingly require the arbitrary 
adoption of specific goals within the 
framework without being aware of 
the effects of such an adoption upon 
the decisions of managements. It must 
be assumed, however, that manage- 
ments will be sensitive to any report 
on the effectiveness with which non- 
income objectives are attained. Par- 
ticularly would this be the situation 
if the reports are distributed widely 
among members of our economic so- 
ciety. Thus, by what he measures and 
reports the accountant may motivate 
activity in that direction. If the ac- 
countant indiscriminately advances ad- 
ditional goals for managements, and 
proceeds to measure their degrees of 
accomplishments, managements may 
be influenced to adopt the goals ad- 
vanced without considering their rela- 
tive merits to the company, its par- 
ticipants, or society as a whole. This 
suggests that goal selections should 
be made outside the framework of 
accounting. 


Problems of Definition 


In the event common goals could be 
defined which would be accepted by all 
of society, including managements and 
participants within corporations, the 
goal-selection approach might be a 
solution to the problem. But our so- 
ciety is basically a democratic one 
wherein diverse structures of values 
are encouraged, and according to 
which diverse goals would be adopted. 
As a result different individuals would 
be expected to have different sets of 
values and even those individuals with 
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common sets of values presumably 
would attach different degrees of im- 
portance to the various values.!° There- 
fore, any definition of common goals 
acceptable to society would either re- 
flect the will of the majority to the 
neglect of the values of the minority 
or it would reflect only those goals 
common to all members of society. 
Under either definition of common 
goals, a number of additional values 
and goals motivating activity would 
not be measured and reported. Fur- 
ther, any one definition of common 
goals would be expected to change 
from time to time as the values of 
society change. 

While the existence of multi-goals 
is quite apparent in the case of in- 
dividuals and can readily be sensed 
by observing what men do, it is often 
not so apparent that the observation 
is equally valid for the large corpora- 
tion. Nevertheless, it may be observed 
in the statements of the top manage- 
ments of the large public corporations 
and it has been noted by students of 
business. For example, “. .. the aims 
of the modern corporation are mul- 
tiple. They also change from decade 
to decade,” and they “vary from com- 
pany to company and from time to 
time within the same company... .”!2 
Philosophically, it seems the multi- 
value structure of individual values 
would carry over to the business unit. 
Notwithstanding the fact that organ- 
izations influence individual values, 
the business enterprise is first and 
last a composite of individual organ- 
isms, and it must be recognized that 
ultimately the determination of the 
goals of a business enterprise is the 
province of its participants (stock- 
holders, managers, customers, em- 


ployees, suppliers). These partici- 
pants have stated, in a number of 
instances, that the objectives of the 
large corporation extend to include 
such goals as maintaining the economic 
system, developing a desirable public 
image of the business, and providing 
for the education of the youth of the 
nation. 


ACCOUNTING’S RESPONSIBILITY 


Faced with the existence of multiple 
goals in the large corporation and the 
growing importance attached to them, 
the accounting profession must con- 
sider means of broadening its scope 
to report on the effectiveness with 
which non-income—oriented goals are 
attained. It seems evident that this 
can best be accomplished by first de- 
veloping the theoretical aspects of the 
problem from which the applications 
of the theory to practice could be de- 
veloped. At the level of theory, the 
structure of accounting should be 
broad enough to permit business units 
the widest possible latitude in defining 
and achieving their goals. It should 
provide for the means whereby dif- 
ferent entities could have quite differ- 
ent sets of goals and yet be subject 
to the accounting measurement and 
communication function. 

It would be possible to propose a 
structure for a broad, abstract, con- 
ceptual theory of accounting which 
would permit such latitude and which 
could be extended to accommodate the 
trend toward multi-goals. But there 
would be little assurance that such a 
structure is the best for the problem 
involved or that the profession would 
accept such a proposal. It is possible, 
however, to submit with some degree 
of confidence a framework for the de- 
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velopment of a broad structure of ac- 
counting theory which could provide a 
basis for the accounting study of the 
trend toward multiple goals in the 
large corporations. 


THEORETICAL STRUCTURE 


The framework begins with the 
premise that the need for accounting 
is predicated upon a condition of scar- 
city, a scarcity of the means available 
to remove the “lacking” or “wanting” 
developed from the basic needs and the 
secondary goals of individuals. In this 
respect scarcity may be defined in an 
economic, sociological, psychological, or 
philosophical sense. 

Next the pattern of behavior which 
evolves from the premise is essentially 
along the lines of the following frame 
of reference: 

e goals are adopted to remove or 
relieve the needs which exist; 


e means necessary to accomplish 
the defined goals are selected; 

e the nature and extent of the re- 
sults which can be expected are 
set forth; 

e the stages of progress made to- 
ward goal accomplishments are 
evaluated. 


The determination of goals to relieve 
needs and the acquisition of means 
must be based upon expectations con- 
cerning an uncertain future if there 
is a time interval between goal selec- 
tion and its realization. The resulting 
uncertainty is that the goals adopted 
and the combinations of means em- 
ployed may turn out to be inappropriate 
since the decisions formulated are 
based upon conditions which are sub- 
ject to change during the time interval. 
Goals and means may both change dur- 
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ing the interval. If adverse changes 
occur, the anticipated satisfactions of 
needs will not be accomplished to the 
degree anticipated. The possibility 
that the changes may be adverse and 
expectations will not be realized intro- 
duces risk as an inherent element in the 
processes of satisfying needs. This 
risk may be described as (1) risk that 
goals may change, (2) risk that the 
best means may not be used, and (3) 
risk that performance in using selected 
means will not be as expected. The 
existence of these risks is the primary 
reason for periodic information con- 
cerning the progress toward goal ac- 
complishment. If they did not exist, 
interested parties would know that 
progress would be as expected without 
reports. To accountants this provides 
a basis for suggesting that the greater 
the risk element, the more frequently 
periodic reports should be rendered. It 
further suggests that the extent of the 
risk element may be estimated by de- 
termining the opportunity for risk 
which the company faces. 


Analysis of Expectations 


In terms of the framework for a 
broad structure of accounting theory, 
the existence of opportunities for risk 
suggests that an analysis of the nature 
of expectations, within the contexts of 
the various goals and means adopted, 
may disclose the significant points at 
which the risk opportunities are great- 
est. These points may be accepted as 
the essential referents for decisions 
on when accounting measurements and 
communications should be made, in the 
sense that measurements applied at 
these points will indicate the manner 
and degree to which goals are being 
accomplished. If expectations relative 
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to goal accomplishments are not being 
attained within an acceptable range, 
corrective action may be taken, and 
means may be applied in alternative 
manners which may yield results lead- 
ing to higher degrees of accomplish- 
ment. 


Multiple Goals 


The frame of reference applies to 
the problem of multi-goals in the fol- 
lowing manner. The choices of goals 
by human organisms, which is the first 
step in the behavior pattern noted 
above, is generally a function of a 
structure or hierarchy of values within 
individuals.!2 This hierarchy of values 
is structured according to many deter- 
minants, including activities and ob- 
jects satisfying biological needs and 
the influences of societal groups and 
institutions. The needs which appear 
to be manifested within the hierarchy 
of values are relieved in somewhat of 
a priority system, and as one need is 
relieved it ceases to be operative and 
another need takes its place as a moti- 
vating force.!* The same condition is 
true for enterprise activities. The 
multi-goals, which are becoming char- 
acteristic of larger public corporations, 
reflect a hierarchy of values which 
managements are attempting to define 
for their organizations. In this respect 
it may be assumed managements will 
define those goals which, if attained, 
will remove the “lackings” or needs of 
the participants according to some 
system of priority, the standards being 
defined perhaps according to economic 
doctrine, sociological and psychological 
considerations, and political mandates. 
Since each organization may define its 
own system of priority, the goals 
adopted, and hence the remaining 


steps in the pattern of behavior out- 
lined above, will represent the diver- 
gent needs which are assumed to be 
characteristic of corporations. 


Development of Data 


The data which are needed to define 
systems of priorities for the large cor- 
porations, however, seem to be non- 
existent, and this may be an area 
where accounting research could make 
a significant contribution. Allocating 
the means available to the corporation 
to satisfy the needs of its participants 
(stockholders, employees, customers, 
suppliers, etc.) requires some knowl- 
edge of the extent of the benefits, their 
nature and their recipients, which 
will accrue to participants by the adop- 
tion of alternative additional goals by 
the large corporations. The develop- 
ment of the knowledge will enable more 
or less direct measurements of the 
effects of alternative goals on corpora- 
tion needs. These measurements should 
be developed by accounting. 


NEED FOR EXPANSION 


The approach being offered in this 
paper for the accounting study of the 
emerging developments may be criti- 
cized by contending that it goes beyond 
the accounting function, or by suggest- 
ing the frame of reference advanced is 
too loose and does not provide direc- 
tion for eventual development. With 
respect to the scope of the accounting 
function it should be realized that the 
need to expand the accounting func- 
tion beyond the traditional aspects of 
transactions is most pressing. Not only 
is it necessary to expand the present 
function if the trend toward multi- 
goals is to be encompassed but, in ad- 
dition, it is desirable that the scope of 
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the field be expanded along the lines of 
the developing characteristics of the 
economy. For example, the economic 
aspects of transactions to which ac- 
countants have traditionally directed 
their attention really represent only 
a single level of analysis, albeit a sig- 
nificant level. This level of analysis 
represents an arbitrary limit for ac- 
counting. To illustrate: 


... the support of a total population cannot 
be guaranteed simply by there being a tech- 
nology and work habits sufficient to meet the 
physical needs of the adults who do the im- 
mediate productive work. [The various needs 
depend upon] .. . a distributive framework, 
routes along which goods are distributed and 
obligations and burdens made to fall. We are 
accustomed to thinking of these in terms of 
economic institutions—markets and barter, 
taxes and gifts, patterns of property owner- 
ship and inheritance rights. But these are 
by no means merely mechanical chains of be- 
havior, patterns or rules to be followed in 
order to obtain specific purely economic re- 
sults. They are complex sets of human re- 
lationships, involving reciprocal obligations, 
motivations and sanctions. Moral ideas and 
ideals, virtues, goals and.standards permeate 
this whole domain.“ 


Alternative Levels 


Since this reasoning will be general- 
ly accepted, it is necessary to recognize 
that an economic transaction repre- 
sents more than an exchange of eco- 
nomic goods or services for monetary 
units. Concepts of just price, fair 
wages, and value received are a few of 
the ethical considerations which are 
symbolically represented by respective 
market transactions. Perhaps each 
transaction should be analyzed at al- 
ternative levels involving the econom- 
ic, psychological, and sociological im- 
plications which are inherent in the 
exchanges which took place. Professor 
Talcott Parsons of Harvard University 
offers some arguments which suggest 
that economic activity should be ana- 
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lyzed at a higher level, the sociological 
level, thus tending to reinforce this 
concept of alternative levels of analy- 
sis. In his work, Structure and Proc- 
ess in Modern Societies, he states: 

The main point of reference for analyzing the 
structure of any social system is its value 
pattern. This defines the basic orientation of 
the system (in the present case, the organiza- 
tion) to the situation in which it operates; 


hence it guides the activities of participant 
individuals. 


In the case of an organization as defined 
above, this value system must by definition 
be a subvalue system of a higher-order one, 
since the organization is always defined as a 
subsystem of a more comprehensive social 
system. Two conclusions follow. First, the 
value system of the organization must imply 
basic acceptance of the more generalized 
values of the superordinate system—unless it 
is a deviant organization not integrated into 
the superordinate system. Secondly, on the 
requisite level of generality, the most essen- 
tial feature of the value system of an organ- 
ization is the valuative legitimation of its 
place or “role” in the superordinate system.” 


The adoption of multi-goals by man- 
agements may be conceived of as the 
attempts by these managements to fit 
the functions of their business units 
into a hierarchy of values set forth by 
the superordinate social system of so- 
ciety. If the accounting framework is 
to encompass the adoption of multi- 
goals, the framework must be extended 
beyond the arbitrary limit of recogniz- 
ing only the economic implications of 
transactions. The problem remains, 
however, to determine the nature of 
the limits for the proposed framework. 
This problem is inherently related to 
the second criticism, that the proposed 
framework is too loosely defined to 
offer proper direction. If the concept 
of alternative levels of analysis is de- 
veloped, it may remove this criticism 
and concurrently establish certain lim- 
its to be recognized in extending the 
proposed framework. 
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Goal Orientation 


Assuming multi-goals involve alter- 
native considerations of the implica- 
tions of market exchanges, it is con- 
ceivable these goals may be classified 
according to whether they are oriented 
more toward one level of analysis than 
another. For example, in such an ap- 
proach it could be advanced that the 
strictly income-oriented goals of the 
business enterprise represent one level 
of operations, perhaps the technical 
level, with the appropriate valuative 
criteria being developed from our 
present concepts of income. Those 
goals which are predominately orient- 
ed toward the general welfare of the 
society in the sense that achieving 
these goals would be beneficial to the 
well-being of the economy would be 
advanced as the second level of analy- 
sis, with the value-system including the 
motivating forces underlying contribu- 
tions to communal welfare, to educa- 
tional institutions, to common banks 
of research knowledge, to increased 
productivity, to maintaining certain 
levels of employment, and similar 
activities. The goals which are prima- 
rily oriented toward removing the 
lackings or needs of the individual par- 
ticipants of the organization might be 
advanced as constituting a third level 
for analysis, perhaps the human rela- 
tions level, and could be represented by 
objectives dealing with such factors as 
employee development, security, and 
morale. In this manner the effects of 
actions taken within one frame of ref- 
erence, or one value-system, might also 
be evaluated in terms of its effects 
discernible within alternative value- 
systems. 

It may be difficult to isolate and 
classify goals into separate categories, 


since the effects of particular actions 
are multiple, and the levels advanced 
may be incomplete. Nevertheless, the 
approach seems to offer a starting 
point toward the accounting study of 
the determination of the effects of ad- 
ditional goals on accounting proce- 
dures and accounting concepts of eval- 
uative criteria. More importantly the 
approach has somewhat of a logical 
potential at the theory level, assuming 
the various goals can be analyzed and 
classified, since it bears a resemblance 
to a recently advanced framework of 
axiology, the study (science) of value, 
wherein three dimensions of valuation 
are set forth as systemic, extrinsic, and 
intrinsic.1® 

Any object or person can be evalu- 
ated according to one or each of these 
categories, given the concept that “a 
thing is good if it has the qualities 
that define its concept”; that is, a 
thing is good when it fulfills the defi- 
nition of its concept.1? If this notion 
is modified slightly, an enterprise may 
be considered to achieve its highest 
potential when it has fulfilled: 

e its functions as a technological 
unit in the sense of achieving a 
degree of technical efficiency as 
represented by a certain level of 
sales, financial position, growth, 
and income; 

e its functions as a sociological 
unit operating within a form of 
superordinate system of values 
wherein the achievements by the 
firm of the more socially-orient- 
ed goals would be evaluated; 

e its function as a unit for satis- 
fying the human relations needs 
of its participants as indicated 
by the activities suggested 
earlier. 
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Accordingly, the concept of the func- 
tions of a business enterprise would 
require definition at the three levels 
indicated, with evaluation of perform- 
ance in terms of the extent to which 
the enterprise fulfilled its concept at 
each and all of the alternative levels. 
Given the goals applicable to each 
level, the means adopted, the degrees 
of accomplishment within each of these 
frameworks, it would be possible to 
accomplish, in both direct and indirect 
fashion, several evaluations of a com- 
pany’s activities. 


Behavioral Concepts 


The approach suggested in this pa- 
per cannot be developed and advanced 
to the practical level as a complete 
structure until accountants have con- 
ducted extensive research into the na- 
ture of behavioral concepts. Investiga- 
tion will be necessary to determine the 
latent psychological, sociological, and 
economic concepts concerning individ- 
ual and organizational needs, struc- 
tures of values, and resulting choices 
of goals. In addition more will need 
to be known about the nature of the 
concept of value, the potentialities of 
a science of value, and the exact man- 
ner in which the developments of a 
science of value could be adopted with- 
in the accounting discipline. Also, 
more fundamental work will be neces- 
sary in the area of measurement to 
consider such problems as the function 
and process of measurement, the vari- 
ous dimensions of measurement, and 
the determination and the calculation 
of the error or bias of various meas- 
urements. Finally, more fundamen- 
tal concepts of verification will need 
to be determined concerning the types 
of evidence which can be accumulated 





Autumn 


relative to alternative goals and the 
manner in which the verification proc- 
ess can be extended to the planning 
phases of managerial activities. 


EVALUATION 


It is conceivable that by following 
the basic propositions advanced, in- 
cluding the concept of multi-levels of 
analysis, the structure of accounting 
theory resulting could be as rigid and 
as logical as the presently conceived 
structure of accounting theory. Fur- 
ther, the propositions are capable of 
transcending both economic and non- 
economic endeavors and both private 
and public enterprises. Also the nature 
of the propositions and the approach 
suggested offer a means of integrating 
the planning, controlling, and histori- 
cal phases of the accounting function. 
That is, planning the various activi- 
ties involved in enterprise operations 
basically consists of the definition of 
the goals and the determination of the 
means necessary to goal accomplish- 
ments according to the structure of 
values of the enterprise. Controlling 
activities is primarily a function of 
adapting to the environment as actual 
conditions vary from expectations, 
with the adaptations necessarily being 
consistent with the original and modi- 
fied structure of values. Measurements 
of completed activity provide the 
means to disclose the degrees of goal 
accomplishments. It is entirely pos- 
sible to conceive of a single framework 
of disclosure which is capable of in- 
tegrating these phases of enterprise 
activities. In this respect the evalua- 
tion of performance would include 
evaluations of the complete value sys- 
tem, and would include considerations 
of such items as the appropriateness 
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of the goals, the consistency of the 
means adopted, and the rationality of 
the expectations. 

Such an_ integrated framework 
might be illustrated by considering re- 
source allocations which are some- 
times difficult to envisage as attempts 
to maximize profit. For example, it is 
not conclusive that a positive correla- 
tion exists between the satisfaction of 
employee needs and _ productivity.'§ 
Given the goal of management, that is 
the expression of its responsibility to 
satisfy employee needs, the resource 
allocations assigned to the accomplish- 
ment of this goal would be separated 
for analysis and measured as the cost 
of the means applied. The nature of 
the expected results would vary ac- 
cording to whether the goal has been 
adopted as an intermediate goal to- 
ward a higher goal of productivity, or 
whether the goal is to be considered 
an end in itself. The latter expectation 
would suggest that management be- 
lieves the satisfaction of employee 
needs is a function of the corpora- 
tion.!® The results achieved would be 


measured within the appropriate ref- 
erences of expectations. 


PRACTICAL PROBLEMS 


Within the present accounting 
framework such goals as the satisfac- 
tions of employee needs, whether as an 
intermediate or ultimate goal, are not 
considered for their direct benefits. 
Only the input costs are recognized 
during the period of investment of re- 
sources. The results in future periods 
of the current investments are dis- 
closed only to the extent the inputs 
have a favorable or unfavorable effect 
upon productivity. Similar inadequa- 
cies of the present framework can be 
noted in the treatment of investments 
in research and development and in 
communital and societal investments. 
It is to practical problems such as these 
that the theoretical structure broadly 
outlined in the paper is directed. And 
the gap between the proposed struc- 
ture and practice will be quickly 
bridged when the theoretical structure 
is filled in. 
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GORDON J. ALDRIDGE 


Aging and Retirement: 
A Union Responsibility 


Unions are beginning to focus their 
interest and responsibility concerning 
problems and opportunities associated 
with retirement and the later years. 
They have been slow in accepting such 
responsibility: the first union-spon- 
sored program of retirement prepara- 
tion was carried out only five years 
ago, by the Upholsterers’ International 
Union. Since then, several unions have 
implemented growing interest in their 
retired and older members through 
special programs and services. The 
Older and Retired Workers’ Depart- 
ment, UAW-AFL-CIO, has played a 
leading role in these developments, par- 
ticularly with its pre-retirement coun- 
seling programs. 

Both labor and management have 
increasingly often been indicating their 
concern with older and with retired 
workers. There is still too limited a 
body of tested experience for general- 
izations to be drawn with any security. 


A framework of considerations for 
the organization attempting to 
meet the needs of its older persons 


The chief purpose, then, of this paper 
is to suggest a frame of reference with- 
in which it may be possible for a union 
to consider appropriate programs and 
services. 


BACKGROUND AND TRENDS 


An important and relatively new 
fact about American society is the in- 
creasing proportion of older people to 
the rest of the population. Both the 
average age of the population and the 
number of older people have risen ap- 
preciably during the past fifty years. 
A hundred years ago only three per- 
cent of the population were sixty years 
old and over. Today the proportion has 
grown to over twelve percent, amount- 
ing to twenty million people, with the 
expectation that this trend will con- 
tinue. If so, the changing age distribu- 
tion and the greatly increased number 
of older people will be of utmost sig- 
nificance in determining the social and 
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economic patterns of the next half- 
century. 

Several factors contribute to these 
trends. Medical science has played an 
important role through advances in the 
prevention, diagnosis and treatment of 
disease. Life expectancy at birth has 
risen from forty-nine years in 1900 to 
seventy years today—an increase equal 
to that achieved during the previous 
two thousand years. 

A change contributing to the magni- 
tude of the difficulties of aging is the 
labor force’s loss of its older members 
because of retirement systems, in- 
creasing industrialization, and decreas- 
ing importance of agricultural employ- 
ment and self-employment. So at a 
time when there are more older work- 
ers available, fewer are hired because 
of the general preference for younger 
workers. The proportion of men re- 
maining in the labor force past the 
age of sixty-five has steadily declined. 
In 1890, two-thirds of the men sixty- 
five years of age and over were work- 
ing. Today about one-third of the men 
of this age are still in employment. 

Associated with the problems of ag- 
ing is the general movement of persons 
from rural to urban areas. In 1860, 
only sixteen percent of the population 
lived in urban centers, that is, in com- 
munities of at least 2,500 population. 
Today sixty-seven percent live in urban 
areas. This change from rural to urban 
living environments is of profound sig- 
nificance both to the patterns of an 
industrial society and to the adjust- 
ments of the individual aging person. 
The rural scene usually represents a 
gradual retirement from work within 
an accustomed social setting, which 
shields or at least cushions the loss in 
economic and social status. In the ur- 
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ban center the retiring worker usually 
experiences abrupt separation from his 
work with consequent reduction of 
economic and social status and, often, 
isolation from his work-based friends 
and activities. 


Social Difficulties 


Old age is regarded differently by 
various societies. Honored in some, 
rejected in others, the old tend to be 
socially ignored in America. The social 
difficulties in aging reflect the general 
social problems of industrial society, 
that is, the manner in which they are 
dealt with illustrates the values by 
which urban life is lived. In an agri- 
cultural, family-centered society older 
people tended to function with more 
prestige. In modern industrial society 
in which the years of regular employ- 
ment are shrinking, there is decreasing 
opportunity for older people to make 
themselves useful or even to keep 
themselves occupied. Urban life em- 
phasizes individualism, reduces the sig- 
nificance of the family as a unifying 
agent, and stresses the importance of 
economic productivity. In the process 
of descending social significance, the 
old experience difficulties related to, 
but broader than, their loss of status 
in the labor market. The handicap of 
waning physical or mental abilities is 
real. Declining mobility, for example, 
may directly influence social participa- 
tion. 

Further, although older people may 
be less able to handle complex changes 
in their social position, they are re- 
quired to face more new and confusing 
experiences than at any time in the 
previous several decades. Habits and 
attitudes may have to be unlearned and 
adjustments made to such problems as 
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death of spouse, reduced income, in- 
firmity, inadequate housing, social iso- 
lation. Many social contacts are lost 
or seriously disturbed when an older 
person withdraws or is removed from 
the labor force. When that person is 
not dependent on his children and if 
he moves to another section of the 
country, almost all his important group 
relationships are lost. 

A usual accompaniment of growing 
old in our society seems to be the re- 
duction of fundamental satisfactions, 
not simply those stemming from eco- 
nomic security but those that are so- 
cial-psychological: the security of mov- 
ing in a familiar setting, the security 
of having a sense of worth, and so on. 
Associated with these are the major 
fears of the aged: fears of loneliness, 
of ill health, and of poverty. These un- 
derlie the emergence of difficulties in 
the later years, and must be borne in 
mind in the consideration of any pro- 
gram aimed at older persons. 


Security and Needs 


It seems clear that older persons, 
along with persons of any age, achieve 
contentment of a positive kind only 
when they feel secure and of some 
worth. The necessary conditions for 
any individual’s sense of security are 
complex. In addition to a guaranteed 
minimum income, the ordinary person 
needs the assurance that he will be 
helped when he finds himself in unusu- 
al difficulty, whether physical, emo- 
tional or social. Further, he requires 
the stability that comes from moving 
in a reasonably familiar world, that is, 
a world in which he is not exposed to 
unknown risks and where he knows 
and is prepared to meet the everyday 
social expectations. Related to these, 


she must feel that he is contributing 
something of recognized value to oth- 
ers. The significance of these needs 
becomes heightened in the later years. 


THE UNION’S ROLE 


Trade unions have expressed concern 
for the total lives of members, pointing 
to their early attention to pensions, 
sickness benefits, and payments to de- 
pendents, as well as their efforts to 
encourage governmental concern with 
progressive developments in such fields 
as education, health and welfare. 

While much has been achieved 
through such efforts there remain un- 
met areas of need, especially among 
older workers and retired workers. In 
seeking development in these areas, it 
is clear that a central role can be played 
by unions. They have direct knowledge 
of needs and a continuing relationship 
with their members; they are in a 
unique position to assess community 
facilities and inadequacies and to offer 
service. 

It is tempting to focus attention on 
one or another type of program, but 
any effective approach must take into 
account the wider concern. Included in 
the next section is a brief discussion of 
several facets of this concern. Certain 
unions are already working toward 
many of the indicated objectives. 


General Considerations 


The Older Worker. Various means 
of protection of the older worker are 
feasible, some of which can and are 
being written into contracts. For ex- 
ample: 


e Bans on age discrimination and 
age barriers in hiring. 
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e Protection of seniority in layoffs, 
bumping, preferences in transfers 
to lighter work, etc. 


e Specified jobs reserved for older 
men where possible. Jobs in in- 
dustry are diverse and there are 
many, particularly in those in- 
volving skill rather than strength, 
at which older persons can be as 
productive as younger persons. 


e Job adaptation: the possibility of 
redesigning jobs in relation to the 
capacity of older workers. 


e Individualized wage adjustments 
outside normal collective agree- 
ments, allowing for the lessened 
capacity but still useful perform- 
ance of an older worker. 


e Preferences for older workers in 
vacation plans, shift choices, etc. 


e Dismissal pay geared to length of 
service. 


Flexible Retirement. For the most 
part, retirement in American industry 
tends to be mandatory at a particular 
age. The actual and potential waste of 
productivity for both worker and in- 
dustry is real. The necessity for retire- 
ment age to be related to health and 
performance rather than to chronologi- 
cal age heavily outweighs administra- 
tive and other difficulties in operating 
a flexible retirement system. How- 
ever, even where retirement is optional 
and related to the interests, needs and 
capacity of the older worker himself, 
this policy may not be satisfactory 
unless opportunities for alternative or 
lighter employment within the industry 
are available. A choice of continuing 
to work in heavy, strenuous employ- 
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ment or to retire is a limited choice 
indeed. 

Opportunities for alternative or 
part-time work might be developed for 
those workers who have retired but 
wish to continue in some form of em- 
ployment. Job centers for these per- 
sons, such as the Senior Achievement 
Center in Chicago, could be considered. 
Counseling and, where appropriate, re- 
training might be offered to persons 
interested in some form of continued 
employment. 


Health. An important matter in re- 
tirement years is the cost and provi- 
sion of health care. The continued par- 
ticipation of retired workers, often in 
a modified way, in various group finan- 
cial and insurance plans is desirable. 
At present, for example, health insur- 
ance coverage is often cut off at the 
time when it is most likely to be needed 
and when the retired person’s reduced 
income is least adequate to pay for 
expensive medical care. Where a plant 
has medical service, it should be possi- 
ble without significant expense to offer 
retired workers minimum medical serv- 
ices, such as an annual check-up. 


Housing. Appropriate help might 
be offered with respect to the housing 
of retired workers by the undertaking 
of responsibility for low rental housing 
projects, or the making of loans avail- 
able at low interest rates for home 
building and buying along lines encour- 
aged by the federal housing legislation. 
For infirm or disabled retirees consid- 
eration could be given to the provision 
of full residential and nursing care at 
low cost. 


Special Services. Continued associa- 
tion with the union in various ways is 
an important method of preserving for 
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the retired worker a sense of belong- 
ing, although he is no longer a working 
member. The circulation of bulletins 
and magazines, the encouragement of 
frequent use of headquarters, perhaps 
the development of “drop-in” centers, 
invitations to regular meetings and 
possibly special meetings for retirees, 
are all ways of reassuring the retired 
worker that he is still a valued mem- 
ber, and do much to reduce the social 
isolation which many people feel in 
retirement. 

The operation of such extended serv- 
ices to retired workers would require 
the employment of additional staff 
trained and experienced in this field, 
for example, an educator attached to 
union headquarters staff to develop and 
guide retirement counseling programs, 
and a group worker to develop pro- 
grams in a special or community 
center. 


RETIREMENT PREPARATION 


Although relatively little has been 
worked out in practice, it is now gen- 
erally accepted that programs of coun- 
seling and preparation for retirement 
can give substantial help to older peo- 
ple who need to plan for the years fol- 
lowing retirement. Some pre-retire- 
ment programs have been developed by 
unions, such as that of UAW-AFL- 
CIO, and some by management, such 
as those developed by various firms in 
the Chicago area in cooperation with 
the Industrial Relations Center of the 
University of Chicago. Unions are in 
a strategic position for the carrying 
out of retirement preparation pro- 
grams with their members, perhaps 
(but not necessarily) in cooperation 
with employers. 


. Because of the small number of im- 
plemented programs and the necessity 
for such a program to be carefully 
geared to the particular situation, it is 
inadvisable to suggest a blueprint. 
However, certain general aspects need 
consideration. In any extensive prep- 
aration for a retirement program a 
comprehensive approach should be con- 
sidered, including, for example, activ- 
ity programs for persons from forty- 
five to sixty years of age, a focusing of 
preparation for the later years during 
the final five years of employment, and 
a special approach (pre-retirement 
counseling) to the worker in his final 
year or half-year of employment. 


Pre-retirement Counseling 


At this stage comment will be lim- 
ited to the final phase, pre-retirement 
counseling. The main purpose of such 
a program is to help prepare workers 
for retirement: to help them to face 
and accept the fact of retirement and, 
through appropriate planning, to be 
ready for such retirement. Specific 
goals would include: helping the pro- 
spective retiree to gain an overall pic- 
ture of the opportunities and the diffi- 
culties related to aging and retirement 
from work; the stimulation of individ- 
ual interests toward suitable retire- 
ment activity; the encouragement of 
positive attitudes toward retirement 
based on knowledge of opportunities 
and resources for effective living. Basic 
to the program is the concept of retire- 
ment to and not from. 


Group Meetings. The core of the 
preparation for retirement programs 
that have been developed is usually a 
series of from five to ten group meet- 
ings, at one- or two-week intervals. 
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The general pattern has been to focus 
the discussions around basic topics, 
such as introduction and orientation, 
nutrition and health, emotional health, 
financial planning, work and retire- 
ment, leisure, increasing your income, 
family relationships, living arrange- 
ments, and summing up. 

More recent experience suggests 
that the purposes can be met just as 
effectively with five or six rather than 
ten sessions. A possible range of gen- 
eral topics in this case might be: 


e Orientation: introduction, discus- 
sion of objectives and “overview” 
of what may be faced in retire- 
ment. 


e Health: discussion of maintenance 
and improvement of physical and 
mental health, of facilities for 
medical care, health insurance, 
etc. 


e Financial planning: discussion of 
retirement income, pension plans, 
social security, and the earning of 
money during retirement. 


e Leisure: discussion of educational, 
recreational, and community ac- 
tivities. 

e Family and living arrangements: 
discussion of the possible changes 
in family relationships and living 
arrangements, and of construc- 
tive planning for these changing 
conditions. Also discussion of 
where to live (possible migration, 
etc.). 


e Summing up: discussion of total 
plan for retirement. 


Additional Counseling. Along with 
the program of group meetings, oppor- 
tunities for individual counseling and 
information-giving are needed. It 
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would seem advisable to have both in- 
dividual and group counseling offered 
by union officers trained for this pur- 
pose. Experts may appropriately be 
used to answer particular questions 
about, for example, health problems or 
OASDI benefits, but the leadership 
will be more acceptable if located with- 
in the union rather than coming from 
outside persons or from management. 
The discussion groups need to be kept 
rather small, with twenty-five persons 
as a suggested maximum. 

A point worth consideration is the 
inclusion of spouses in these groups, 
since so many domestic and family ad- 
justments are involved in retirement. 
Especially in view of this, the program 
could be made partly social. 

Older workers already retired might 
be asked to come back and participate 
in the program. This can strengthen 
the reality of the discussions, particu- 
larly about problems such as migration 
after retirement. 

Perhaps the most fundamental top- 
ics and those discussed in most detail 
are finance and health. Whatever the 
choice of topics, formal lecture meth- 
ods should be avoided. Discussions un- 
der union leadership, with experts 
functioning as resource persons, and 
with the use of visual aids are most 
likely to be successful. 


Preliminary Considerations 


It can scarcely be overemphasized 
that the establishment of any prepara- 
tion for retirement program involves 
a good deal of study. For example, in 
order to test how effective any of the 
foregoing might be in meeting the 
needs of workers nearing or past re- 
tirement age, a study might be made 
of one group of men within six to 
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twelve months of retirement and of a 
second group already experiencing re- 
tirement. Without too elaborate a re- 
search project, it should be possible to 
get from these groups a picture of the 
anticipations and anxieties with which 
persons in a particular industry face 
the immediate prospect of retirement, 
and of the needs and interests of per- 
sons retired from industry. This could 
provide basic data for the union to con- 
sider before making any decisions 
about developing new policies or serv- 
ices for older workers in the industry 
and for men who have already left it. 

If a program of some sort were 
deemed feasible it might be worthwhile 
to consider testing it on a pilot project 
basis, perhaps at two different loca- 
tions: for example, a large urban area 
such as Detroit and a smaller locality 
such as might be found in northern 
Michigan. It would be important to 
develop such pilot projects in flexible 
and exploratory fashion, being pre- 
pared to accept, modify or reject. 

In line with the suggestion that 
much of the leadership of such pro- 
grams be union based, some forms of 
training and orientation would be nec- 
essary, perhaps through a university. 
This might involve arranging for in- 
terested and suitable union officers to 
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take short courses in aging and retire- 
ment, followed by special training if 
they are to be used in counseling or in 
group activity programs. 

Similar institutes or workshops 
might be considered for foremen, to 
help them understand the general prob- 
lems of aging and find ways of helping 
the older worker to utilize his skills 
and begin planning for retirement 
while still on the job. 


SUMMARY 


With an aging population in a society 
in which the role of the older person 
tends to be uncertain and frustrating, 
the problems of retirement and the 
later years are increasing. In order 
that such problems may be balanced 
by opportunities, it is becoming essen- 
tial for thoughtful attention to be 
given to this area. Specific ways of 
attempting to meet the needs reflected 
by older persons must be worked out 
in relation to specific requirements and 
facilities. What has been here present- 
ed is a general statement suggesting a 
framework within which an individual 
union might look more closely into its 
own wishes and responsibilities, with 
respect to its older and retired 
members. 
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